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The Soviet accounting model, designed for centrally planned control economy 
and focused on taxation and central administration, became inadequate to serve the new 
Chinese economic system since its economic reform of 1978. However, systematic 
approach to reform accounting standards or regulations was not adopted until the late 
Eighties. New accounting laws or regulations were promulgated by the Ministry of 
Finance, from time to time, in order to satisfy the needs emerged as a result of new 
economic structures or development. Major development of accounting regulations in 
China since 1978 include: 
• the promulgation of 'Accounting Regulations of the PRC for Joint Ventures Using 
Chinese and Foreign Investment' in 1985 for joint-venture enterprises in PRC; and 
the subsequent promulgation of 'Accounting Regulations of the PRC Foreign 
Enterprise with Foreign Investment, in July 1992 for enterprises with foreign 
investment, including equity joint-venture, co-operative joint-venture and wholly 
foreign owned enterprises. 
• the promulgation of 'Accounting Regulations for Pilot PRC Joint Stock Companies' 
in May 1992, and subsequent issuance of two addenda in November 1992 and May 
1993 for PRC enterprises seeking listing in Hong Kong Stock Exchange. 
By the late Eighties, the Chinese government began to realize that an accounting 
reform was badly needed for the success of further development of economic reform. 
The accounting reform was targeted at all enterprises in China, regardless of their 
ownership forms and regional factors. With some favourable factors and conditions, 
iii 
the 'Accounting Standards Regulations for Enterprises', together with the 'General 
Financial Regulations for Enterprises', were promulgated in November 1992，and 
become effective on 1 July 1993. These two regulations are used as basis for 
developing the accounting regulations for over ten major business / industrial sectors 
since December 1992. In addition, they will be the foundation for further development 
of an unified system of accounting standards for China similar to the International 
Accounting Standards in the future. 
This project is to make a critical review of development of accounting standards 
and regulations in China since 1978. Comparison between the 'old' and 'new' 
accounting regulations for joint-venture enterprises, and between 'new' accounting 
regulations for joint-venture enterprises and the International Accounting Standards are 
made. Also, the accounting regulations for 'pilot joint stock' enterprises are compared 
with the international and the Hong Kong accounting standards. Then, the development 
of the general accounting standards regulations for all enterprises in China is reviewed, 
followed by its comparisons with the 'old' systems and the International Accounting 
Standards. Last but not the least, the future development of accounting standards and 
regulations in China is projected, and the roles of the Hong Kong accounting 
profession in helping China to develop its accounting system are examined. 
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The history of accounting in China can be tracked back 2000 years. The 
western double-entry accounting system was introduced to China in the 19th century 
when China was forced to open its door to Western Powers during the late Ching 
dynasty. The influence of the western accounting system was, however, brought to a 
halt following the founding of the People's Republic of China in 1949. 
After 1949, the PRC Government decided to take the socialist road and adopted 
the Soviet Union model to regulate its economic system. Consequently, all means of 
production in China were owned by the state and the only form of economy entity was 
the state-owned enterprise. 
Under this kind of economic system, the accounting requirements concentrated 
mainly on tax and central administration requirements. The accounting rules were used 
as a means of implementing the state economy policy and maintaining administrative 
control over the means of production, rather than reflecting the actual economic results 
of an enterprise. The western accounting model was therefore replaced by the Soviet 
accounting model in the new economic system, which was designed primarily for this 
kind of highly centralized planned economy. 
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1-1 The Soviet Accounting Model for Centrally Planned Control Economy 
Under the centrally planned control economy，accounting plays an important 
role in national central planning which calls for the need of hierarchical financial 
reporting. The hierarchical financial reporting requirements was facilitated by an 
uniform accounting system which was designed and stipulated by the Department of 
Administration of Accounting Affairs under the Ministry of Finance. Industrial and 
local government bodies can issue detailed accounting regulations and procedures 
subject to the approval of the Department of Administration of Accounting Affairs. 
The principle of 'uniform regulation and flexible application' is adopted 
whereby local finance bureau are allowed to make appropriate amendments to the 
national uniform regulations to meet specific conditions and environments. These 
amendments are allowed on the premise that they are in the spirit of the uniform 
regulations, and do not affect the requirements for consolidation of financial 
information. 
1.2 Impact of the Open Door Policy 
The Soviet accounting model and system worked well under the highly 
centralized planned economy. Its deficiencies were however exposed when China re-
opened once again to the outside world in 1978. 
With the open door policy and the introduction of foreign ownership in China, 
the uniform accounting systems and regulations used in the past have become 
increasingly inadequate for the new economic system. Certain international accounting 
principles have to be adopted to satisfy the requirements of foreign investors. New 
laws and regulations also need to be established to prescribe the rights and obligations 
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in various economic relationships so that lawful interests can be protected and irregular 
activities controlled in the new economic environment. 
1.3 Joint Venture Accounting 
In this respect, the 'Accounting Regulations of the PRC for Joint Ventures 
Using Chinese and Foreign Investment' was issued by the Ministry of Finance in 1985 
for joint venture enterprises in China. However, this accounting regulations were far 
from satisfactory from the standpoint of the International Accounting Standards. 
Certain accounting policies and administrative measures were inherited from the old 
system including rejection of the prudence concept which in many respects renders the 
PRC accounting system incomparable with the western system. 
The old 'Accounting Regulations' was therefore subsequently annulled and 
replaced by the ’Accounting Regulations of the PRC for Enterprises with Foreign 
Investment' which came into effect on 1 July 1992. 
The new 'Accounting Regulations' differs from the old 'Accounting 
Regulations' in that it is more comprehensive than the old one in terms of providing 
rules and regulations for certain accounting items. Besides, it also moves closer to the 
International Accounting Standards by incorporating in it, to a certain extent，the 
prudence concept which is not a prevailing concept in the PRC accounting regulations. 
The 'Accounting Regulations of the PRC for Enterprise with Foreign 
Investment, are now applicable to enterprises with foreign investment established in 
PRC, including Sino-foreign equity joint ventures, Sino-foreign co-operative joint 
ventures and wholly foreign owned enterprises. 
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1.4 Joint Stock Reform Program 
While accounting regulations for joint ventures with foreign investors were 
developed, China continued to broaden its economic reform and open-door policy. A 
program to restructure selected state-owned enterprises into companies limited by 
shares was undertaken at the same time. The primary objective of the program is to 
seek capital for these enterprises by listing them publicly on the stock markets for 
domestic as well as the overseas investors. 
Foreign capital plays a significant part in this fund raising program. While 'A' 
shares are issued for domestic investors in PRC, foreign investors can now directly 
invest in the PRC enterprises by buying 'B' shares in the Shanghai Securities Exchange 
and the Shenzhen Stock Exchange, or investing in the 'H' shares which are listed in the 
Hong Kong Stock Exchange for selected PRC Joint Stock Companies 
1.5 Accounting Regulations for Pilot PRC Joint Stock Companies 
The inadequacy of the PRC accounting regulations for state-owned enterprises 
was however apparent to the foreign investors. When ’B’ shares were first introduced 
to the market in 1991, their accounts had to undergo laborious and costly conversions 
in order to attract and satisfy the information needs of the foreign investors. 
Recognizing the need to establish common ground on accounting principles if 
PRC companies were to be successful in launching their stocks on overseas stock 
markets, the first set of official accounting documents for selected joint stock 
companies was promulgated by the Ministry of Finance in May 1992. The title of the 
document was 'Accounting Regulations for Pilot PRC Joint Stock Companies'. This 
document was reviewed by the Hong Kong Society of Accountants at the request of the 
Hong Kong Stock Exchange and the Chinese Institute of Certified Public Accountants. 
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The end product of the review was a commentary issued by the Hong Kong Society of 
Accountants highlighting a number of material differences between the accounting 
regulations contained in this document and the international accounting standards. 
Two further addenda were subsequently promulgated in November 1992 and 
May 1993 by taking into account some of the comments raised by the Hong Kong 
Society of Accountants on this official accounting document. Enterprises seeking 
listing in Hong Kong are 'pilot joint stock enterprises' and are now required to comply 
with this official accounting document and its addenda before listing in the Hong Kong 
Stock Exchange. 
1.6 Accounting Standards Regulations for Enterprises 
In addition, with a view to developing a market economy in PRC, the Ministry 
of Finance promulgated another accounting document called the 'Accounting Standards 
Regulations for Enterprises' in Nov. 92. The primary objectives of this national 
accounting document are to standardize the accounting practice and to ensure the quality 
of accounting information for all enterprises in PRC. Another document, the 'General 
Financial Regulations for Enterprises' was also promulgated alongside with this 
national accounting standards. This document aims at normalizing the financial 
behaviors of the enterprises so as to conduce to fair competition among enterprises, 
strengthen their financial management and evaluation. 
Both the 'Accounting Standards Regulations for Enterprises' and the 'General 
Financial Regulations for Enterprises' were effective on 1 July 1993. They are 
applicable to all enterprises established within the territory of the PRC, including state-
owned enterprises, collectively-owned enterprises, individually-owned enterprises, 
Sino-foreign joint ventures, wholly foreign-owned enterprises and joint-stock limited 
companies. They represent not only an important step taken by China to move towards 
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the market economy, but also meaningful standards and rules used by China to narrow 
down the differences of its accounting and financial information with that of the outside 
world. 
1.7 Objective and Methodology 
The objective of this MBA project is to make a critical review of the 
development of accounting standards and regulations in China since its economic 
reform in 1978. We will place particular emphasis on those topics which are of 
particular interest to the accounting profession in Hong Kong, like joint venture 
accounting and accounting for pilot joint stock enterprises listing in Hong Kong. 
In order to achieve the above objectives, we will examine all the major 
accounting standards and regulations that were issued in China in response to its new 
economic policies since 1978, and compare them with Hong Kong Generally Accepted 
Accounting Principles and International Accounting Standards. Differences and-
similarities between the International Accounting Standards and the PRC Accounting 
Rules will then be highlighted for comparison. 
Old and new accounting regulations issued during this period of time in China 
will also be compared to find out the major changes that were incorporated in the new 
standards and to gain a better understanding of the developing trend of the accounting 
standards and regulations in China. 
1 只 Organization of the Report 
The main body of this project basically consists of four areas. They are the 
General Characteristics of the Chinese Accounting System and Regulations, the Joint 
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Venture Accounting in PRC, the Accounting Regulations for Pilot PRC Joint Stock 
Companies and the Accounting Standards Regulations for Enterprises in PRC. 
First of all, we examine the general characteristics of the Chinese Accounting 
System and Regulations under the influence of the centralized planned economy in the 
following chapter. 
Under the chatper of Joint Venture Accounting, we examine the differences 
between the old accounting regulations issued in 1985 with the new accounting 
regulations issued in 1992 to find out what have been incorporated in the new 
regulations. We also compare the new joint venture accounting regulations with that of 
the international accounting standards to see if there is still any shortfall. 
Under the chapter of Accounting Regulations for Pilot PRC Joint Stock 
Companies, we examine the commentary issued by the Hong Kong Society of 
Accountants on this accounting document and find out the areas of inconsistencies that 
have been removed by the two addenda which were issued after taking into account of 
the comments raised by the Hong Kong Society of Accountants. We also examine the 
remaining conflicting areas which are still unresolved after the issuance of these two 
addenda. 
Under the chapter of Accounting Standards Regulations for Enterprises in PRC, 
we examine the development process and the objectives of this accounting standards 
and find out the differences between this new PRC accounting standards and the 
international accounting standards. 
Finally, we examine the future development of accounting standards and 
regulations in China and to find out the role that could be played by Hong Kong in 
helping China to move towards the outside world in her accounting reform. 
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CHAPTER II 
GENERAL CHARACTERISTICS OF THE CHINESE ACCOUNTING 
SYSTEMS AND REGULATIONS 
Until the 1970s, China had followed the Soviet economic system and operated a 
highly centralized planned economy for nearly thirty years. Under this system, the 
Central Government acted like a giant company taking up the responsibility of central 
financing and the enterprises were treated like individual economic units to implement 
the central plans set by the Government. 
Consequently, the accounting system and regulations in China are very different 
from that of the western world. The following sections will examine and highlight the 
general characteristics of the Chinese accounting systems and regulations so that we can 
get a better understanding about them before we make any detailed analysis and 
comparisons. 
9. 1 TTniform and Rigid Accnnntinp Regulations 
In order to facilitate the hierarchical financial reporting for central planning and 
to monitor its implementation, the Ministry of Finance has promulgated rigid 
accounting regulations for different kinds of industry in Chinai. These published 
1 H X Zhang, J. Li, r h im Accounting Standards and Enterprise Accounting (April 1993):2; 
D Y Yrm：： p代⑷Hnn’er's Rook of Reform of Accounting and Financial Ref la t ion for Chinese 
Rntemrise (1st Ed.):3； Y.K. Chen, Tntrodnction to Accounting Standards (1st Ed.):5. 
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accounting regulations were actually like an all-inclusive accounting manual prepared 
for a particular industry or a specific form of business organization. They usually 
prescribe all the technical accounting guidelines including definitions of accounting 
terms, detailed descriptions of the items to be included in each account, rules for journal 
entries, as well as rules of measurement and verification. Although local finance 
bureau are allowed to make appropriate amendments to the national uniform regulations 
to meet specific conditions and environment, these amendments are allowed only if they 
fall within the spirit of the uniform regulations and do not affect the requirements for 
consolidation of financial information. 
The uniform and rigid accounting regulations worked well under the old 
economic structure where the forms of business organization are normally restricted to 
state-owned and collective-owned enterprises. However, with the introduction of new 
economic structure like private ownership in the form of a private enterprise and joint 
ownership in the form of joint ventures after the economic reform in 1978，the 
deficiencies of the uniform and rigid accounting regulations become prominent^. 
The uniform accounting regulations were originally designed as a means of 
implementing centralized planned economy. They therefore concentrated mainly on tax 
and central administration requirements^, rather than reflecting the actual economic 
results and assessing the economic effectiveness of an enterprise. In addition, under 
the economic reform, business activities are becoming increasingly diverse and more 
and more complicated. Accountants in China often find them facing with new 
accounting issues which have never been touched by the uniform accounting 
2 H.X. Zhang, J. Li, rhina Accounting Standards md Entemise Accounting (April 1993):3; 
D.Y. Yang, Pr^rtitinner'^ RooTc of Reform of Acmnnting and Financial Regulation for ChinegQ 
Rnterprise (1st Ed.):4. 
3 H‘X. Zhang, J. Li, rhina Accounting Standards and Enterprise Accounting (April 1993):3; 
D Y Vcmg Prartitinner 's Book of Reform of Accounting and Financial Regulation for Chinese 
Rnterprise (1st Ed.):4; Y.K. Chen, Tntroduction to Accounting Standards (1st Ed.):6; Winnie Cheung, 
Hong Kong I i^ tp.d PRC compnifts - Accounting Reanirements of the ATiniial Accounts. The Hong 
Kong Accountant (Jul/Aug 1993):73; John Ball, The New Hong Kong and China Accounting Joint 
Ventures, The Hong Kong Accountant (Jul/Aug 1992):38. 
10 
regulations issued by the Ministry of Finance before the economic reform. The 
economy is in fact developing at a pace faster than the Ministry of Finance can 
effectively cope with. 
2.2 Concept of Fund Application and Fund Source 
In the centrally planned economy, the profits generated by the enterprises are 
remitted to the central government and the funds required by them are allocated from the 
State. The accounting practices of the state-owned enterprises are therefore developed 
and centered on the concept of 丨fund丨4 which actually refers to the financial resources 
used and received by the enterprises. 
The balance sheets of the Chinese enterprises are prepared under the 'fund' 
concept. They show 'fund source' on one side and 'fund application' on the other^. 
Under the Chinese terminology, 'fund application' means employment and utilization 
of funds in acquiring fixed and current assets for the enterprises while 'fund source' is 
the channel for obtaining and generating funds. China has adopted an accounting 
equation similar to the western one in expressing the financial position of an enterprise, 
in the sense that assets are the application of funds while liabilities and equities are the 
source of funds. A simplified balance sheet prepared under the 'fund' concept is 
shown as follows. Two more examples of balance sheets for state industrial 
enterprises and state commercial enterprises are given in Appendix A and Appendix B 
respectively. Fund application and source for state industrial enterprises are shown in 
Appendix C and Appendix D for illustration. 
4 John Ball, Two Systems, one objective. The Hong Kong Accountant (Jul/Aug 1993):71; 
Tang, Chow and Cooper, Armimting and Finance in China, Longman (1992): 18. 
， 5 H‘X. Zhang, J. Li, rhina Accounting Standpirds and Enterprise Accounting (April 1993):40; 
D Y Vcmg Praptttiorftr's BooTc of Reform of Accounting and Financial Regulation for Chinese 




A SIMPLIFIED BALANCE SHEET 
Fund Application Fund Source 
Fixed Assets Fixed Fund Source 
Original cost State Fixed fund 
Less: Depreciation Enterprise fixed fund 
Net book value Fixed fund loan 
Subtotal Subtotal 
Current Assets Current Fund Source 
Stock State current fund 
Accounts receivable Enterprise current fund 
Cash and bank balance Current fund loans 
Subtotal Subtotal 
Assets set aside for special purposes Special Fund Source 
B ank deposit State special fund 
Assets under special fund Enterprise special fund 
Special fund loans 
Subtotal Subtotal 
Total Fund Application Total Fund Source 
With reference to the actual application of the funds, funds are further classified 
into fixed, current and special funds on the balance sheet?. Fixed funds represents 
funds employed for the acquisition of fixed assets of various kinds. Current funds 
refers to funds employed for providing current assets. Special funds refer to funds set 
aside for special purposes including special fund bank deposit and funds appropriated 
by the State and earmarked for a special purpose. 
6 Tang, Chow and Cooper, Accounting ^Tid Finance in China. Longman (1992):25. 
7 H.X. Zhang，J. Li, China Accounting Standards and Enterprise Accounting (April 1993):42; 
Tang, Chow and Cooper, Armnnting and Finance in China, Longman (1992):18. 
12 
In addition, the Chinese enterprises are required to comply with the principle of 
’a specific fund for a specific purpose's. Each source of fund has its stipulated 
application which must be adhered to. The accountants in China have to maintain three 
self-balanced sections between fund application and fund source on the balance sheet 
for the fixed, current and special funds. Enterprises are not allowed to use these funds 
freely to meet their actual operational requirements. 
When compared with the western financial reporting, the accounting practice of 
maintaining the balance between fund application and fund source does not provide 
enough financial information to assess the debt-paying ability and to evaluate the 
economic performance of the enterprises. Besides, the three self-balanced sections of 
the balance sheet does not incorporate the concept of 'equity’ and 'liability' which are 
employed in western financial reporting. As total liabilities are not separately identified 
and disclosed on the balance sheet, it is difficult to assess the debt-paying ability and 
the liquidity position of the enterprise. The rigid principle of 'a specific fund for a 
specific purpose’ also hinders the efficiency of resource utilization. 
2.3 Rule-oriented Regulations without Conceptual Framework 
for the Accounting Regulations 
The accounting regulations issued by the Ministry of Finance in China are rule-
oriented rather than principle-oriented. No accounting principles or standards have 
been explicitly established by the Ministry of Finance to provide a conceptual 
framework for these accounting regulations. Accountants in China have been trained to 
observe regulations laid down by the government^. They are not given the chance to 
8 H.X. Zhang, J. Li, rhma Accounting Standarfis； and Enterprise Accounting (April 1993):42-
43； Tang, Chow and Cooper, Armnnting and Finnnce in China, Longman (1992):23. 
， 9 D.Y. Yang, Practitioner's Book of Reform of Accounting and Financial Regulation for 
rhinese Enterprise (1st Ed.):55. 
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exercise their own professional judgments. The principle implicit in a particular 
accounting method is therefore often not appreciated by the accounting personnel in 
China. 
This kind of accounting practice with Chinese characteristics is very different 
from that of the western world. In Hong Kong, accounting standards issued by the 
Hong Kong Society of Accountants are set out in the Statements of Standard 
Accounting Practice (SSAPs) which accord closely with the International Accounting 
Standards (lASs). Both the SSAPs and the lASs are principle-based rather than rule-
based accounting documents. Judgment is required in applying these principle to 
particular and individual cases. In the western countries, it is very unusual for an 
accounting body to issue detailed rules on accounting regulations for a particular 
industry. The detailed rules for accounting systems and procedures are usually not 
prescribed in the SSAPs or the lASs, but are found in the accounting literature. 
2.4 Tax-driven Approach for Measuring Accounting Profit 
Accounting in China is also characterized by its close link with the public 
finance policy and the taxation system. The public finance policy determines the 
taxation regulation, which in turn influences the accounting rules for reporting. The 
accounting regulations in China are therefore oriented towards tax c a l cu l a t i on^o . 
Unlike the western world, the rules for measuring accounting profit in China are 
usually the same as those for measuring taxable profit. The financial reporting for 
accounting purposes has not been segregated from that for taxation purposes. 
10 H X. Zhang, J. Li, rhina Accounting Standards and Enterprise Accounting (April 1993):3; 
D Y Yang, Prartition^-'s Tannic of Reform of Accoimting and Financial Regulation for Chinese 
Enterprise (1st Ed.):4; Y.K. Chen, Tntroduction to Accounting Standards (1st Ed‘):6. 
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Since China has adopted a tax-driven approach for measuring accounting profit, 
she is therefore very reluctant to incorporate the prudence concept in her accounting 
rules with regard to provision for probable lossesu. This is plain to everyone because 
recording probable losses would mean less taxable profit and tax revenue to the 
Government. As a result of adopting this approach, enterprises in China are not 
allowed to report inventory at the lower of cost or net realizable value. Nor are they 
allowed to record provision for doubtful debt. Similar restrictions on provision for 
probable losses are found in other areas to prevent the taxable profit from being 
reduced, which would result in loss of tax revenue to the Government. 
The rejection of the prudence concept in the PRC accounting system has 
rendered its financial reports being not readily acceptable by foreign investors from the 
standpoint of the International Accounting Standards. A lot of reconciliation work has 
to be done before the financial reports can reflect fairly the financial position and 
operating results of the enterprises. It seems to us that the only solution is to stop 
equating accounting profit with taxable income by allowing financial reporting for 
accounting purposes to be segregated from reporting for taxation purposes. 
11 John Ball, The, New Honp Kong and China Accouminp Joint Ventures, The Hong Kong 
Accountant (Jul/Aug 1992):38. 
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CHAPTER III 
JOINT VENTURES ACCOUNTING IN PRC 
One of the key features of China's economic reform has been the introduction 
of foreign capital and technology. To attract foreign investment, the government has 
allowed foreign investors to form joint ventures with Chinese enterprises, or to 
establish wholly-owned subsidiaries and branches in China. 
There are basically two kinds of joint venture in China. They are the Equity 
Joint Venture (EJV) and the Co-operative Joint Venture (CJV)i2. An Equity Joint 
Venture is a separate legal entity with limited liability in which each party is liable 
within the limit of its capital contribution. On the other hand, a Co-operative Joint 
Venture may take any form as agreed between the Chinese and foreign partners. The 
CJV law allows the contracting parties to determine the distribution of profits or 
products and to share losses in the proportion as agreed, rather than in proportion to 
their capital investment as required under the EJV law. 
As joint ventures involve employment of foreign capital, the uniform accounting 
system stipulated by the Ministry of Finance before the economic reform period will 
definitely not be able to meet the requirements of the foreign investors. In 1985，the 
Ministry of Finance issued the 'Accounting Regulations for the Joint Ventures Using 
12 Hong Kong Society of Accountants, Accoimting for Interests in Joint Ventures in the 
Pfioplft's Remihlir of China - Discnssion Paper Part I Nov. 1993. 
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Chinese and Foreign Investment' for all joint ventures using Chinese and foreign 
investment in China. 
The Accounting Regulations issued in 1985 represents an important step taken 
by the Chinese Government to move towards the international accounting standards and 
practices. The following accounting principles which are adopted widely by the 
western accounting systems are explicitly incorporated in Chapter 3 of the regulations 
under the heading of 'General Principles for Accounting': 
• Double entry bookkeeping (Article 10) 
• Accrual basis of accounting (Article 15) 
• Matching principle (Article 16) 
• Historical cost principle (Article 17) 
• Distinction between capital and revenue expenditures (Article 18) 
• Consistency principle (Article 19) 
Despite the efforts put forward by the Chinese Government, this Accounting 
Regulations was inevitably prepared under the influence of the Chinese accounting 
practice. Certain accounting policies and administrative measures were inherited from 
the old system including rejection of the prudent concept which makes this Regulations 
not totally acceptable by the outside world when compared with the International 
Accounting Standards. 
In addition, some of the new accounting issues arisen during the economic 
reform were not covered or adequately dealt with in the Accounting Regulations issued 
in 1985. The Ministry of Finance therefore issued the 'Accounting Regulations of the 
PRC for Enterprises with Foreign Investment' in 1992 to replace the old Accounting 
Regulations. This new Regulations was intended to apply to all enterprises established 
in the PRC with foreign investment and became effective on 1 July 1992. 
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The new 'Accounting Regulations' differs from the old 'Accounting 
Regulations' in that it is more comprehensive than the old one in terms of providing 
definitions for certain accounting terms and in introducing appropriate accounting 
treatments for some accounting issues which have emerged after the economic reform. 
Besides, it has also incorporated in it, to a certain extent, the prudence concept which is 
not covered in the old 'Accounting Regulations'. 
Under the following sub-sections, we will examine the differences between the 
old accounting regulations issued in 1985 with the new accounting regulations issued in 
1992 to find out what have been incorporated in the new regulations. We will then 
compare the new joint venture accounting regulations with that of the international 
accounting standards to see if there is still any shortfall 
Differences between the Old and the New PRC Joint Venture 
Accounting Regulations 
3.1.1 Wider Scope of Coverage 
The old regulations are applicable to all joint ventures using Chinese and 
foreign investment in PRC (Article 2). 
On the other hand, the scope of coverage is much wider under the new 
regulations. They are applicable to all enterprises with foreign investment established 
in PRC, including not only the Chinese-foreign joint ventures, but also the wholly 
foreign owned enterprises (Article 2). 
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3.1.2 More Comprehensive Accounting Definitions 
The new regulations has provided more comprehensive accounting definitions 
for the following accounting terms : 
a. Long-term Investment 
Long-term investment was only vaguely described as the investment of a joint 
venture in other units under the old regulations (Article 35). 
Under Article 26 of the new regulations, long-term investment was re-defined 
in much greater detail as capital (including cash, tangible and intangible assets) injected 
into other enterprises for a period of more than one year, and shares and debentures not 
expected to be realized within one year from the balance sheet date. They shall be 
accounted for separately and separately disclosed in the balance sheet. 
b. Long-term Liabilities 
The old regulations does not provide a clear definition for long-term liabilities. 
It only specifies the requirement of the joint venture to present in its balance sheet a 
separate caption for its long-term bank loans (Article 36). 
On the other hand, under Article 41 of the new regulations, long-term liabilities 
was defined as including long-term borrowing, redeemable bonds and accounts payable 
under finance leases, and shall be accounted for separately and separately disclosed in 
the balance sheet. 
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c. Construction in Progress 
Chapter 8 of the old regulations on Accounting for fixed assets does not cover 
any accounting issue on construction in progress. 
Construction in progress was described in Article 33 of the new regulations as 
including preparation work before commencement of the construction, work under 
construction, and construction and installation work completed but not yet used in 
operation. It shall be accounted for separately and separately disclosed in the balance 
sheet. 
d. Investors' Equity 
Chapter 4 of the old regulations on Accounting for Paid-in Capital only 
specifies the accounting treatment of paid-in capital for a joint venture. It does not 
provide any definition for investors' equity. 
Under Article 45 of the new regulations, investors' equity was described in 
much greater detail as including paid-in capital, capital reserve, general reserve， 
enterprise expansion fund and undistributed profits. They shall be accounted for 
separately and separately disclosed in the balance sheet. 
e, Rstimated Rp'^ irinal Value (Tor depreciation calculation) 
Article 40 of the old regulations specifies that depreciation rate of the fixed 
assets shall be accounted for on the basis of the original cost, estimated residual value 
and the useful life of the fixed assets. It does not provide any guideline for calculation 
of the estimated residual value. 
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Nevertheless, under Article 31 of the new regulations, estimated residual value 
was specified as not less than 10% of the original cost. 
f. Amortization of Intangible Assets (without specified useful life) 
Under Article 43 of the old regulations, it was suggested that intangible assets 
without specified useful life may be amortized over ten years subject to the amortization 
period not longer than the duration of a joint venture. 
On the other hand, Article 37 of the new regulations specifies that intangible 
assets without specified useful life shall be amortized over the estimated beneficiary 
period or over a period of not less than ten years. 
g. Criteria for preparing Consolidated Financial Statements 
The old regulations does not specify any criteria for preparing consolidated 
financial statements. It only mentions in Article 62 that a joint venture may add 
additional information in its accounting statements in order to meet the need of the 
foreign participant's head office in consolidation of financial statements. 
Article 75 of the new regulations specifies that where an enterprise holds more 
than 50% of the total capital or share capital of the invested enterprise, the parent 
enterprise shall prepare consolidated financial statements to consolidate the results of 
the invested enterprise. Where it is not appropriate to prepare consolidated financial 
statements due to differences in business nature, the financial statements of the invested 
enterprise shall be submitted together with the financial statements of the parent 
enterprise when approved by the relevant supervisory authorities in China. 
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3.1.3 Recognition of Probable Losses 
The old regulations has been criticized as not accepting the prudence concept 
with regard to provision for probable losses. There are some improvements in the new 
regulations for recognition of probable losses in the areas of receivables and inventory. 
The improvements are described as follows : 
a. Receivables 
Under Article 24 of the old regulations, any items proved to be definitely 
uncollectible shall be written off as bad debts after obtaining appropriate approval. 
Nevertheless, no 'reserve for bad debts' shall be accrued in the accounts. 
On the other hand, enterprise may now make a general provision for bad debts 
at the end of the accounting year under Article 22 of the new regulations. The general 
provision shall not exceed 3% of the total receivables outstanding at the end of the 
accounting year and shall be accounted for separately and stated as a deduction from 
receivables or loans in the balance sheet. 
b. Inventories 
No provision for obsolete stock is specified in the old regulations. Article 32 of 
the old regulations only specifies the requirements to write off inventory shortage, 
damaged and deteriorated inventory as expenses after the stock-taking or natural 
disasters. No reference is made to the net realizable value of the inventory for making 
provision for losses on obsolete stock. 
Under Article 25 of the new regulations, enterprises are required to look into the 
net realizable value of their inventories at the end of the accounting year. If the net 
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realizable value of the merchandise and products are less than their book costs, such 
loss may be charged to the selling expenses of the accounting year after obtaining 
approval from the relevant supervisory authorities. Such loss may also be charged to a 
'provision for losses' account and stated as a deduction from inventory in the balance 
sheet. 
3.1.4 Introduction of New Accounting Treatments 
The new regulations also introduces a number of new accounting treatments to 
deal with those accounting issues that have arisen after the economic reform. Most of 
these accounting treatments actually make reference to the relevant accounting practices 
adopted in the western countries as guided by international accounting standards. They 
are described as follows: 
a. Equity Method of Accounting 
Equity method of accounting which was not covered by the old regulations was 
introduced in Article 27 of the new regulations. It may be used where an enterprise's 
investment exceeds 25% of the total capital or total share capital of the invested 
enterprise and significant influence can be exercised over its management. 
h Accounting for Debentures & Redeemable Bonds 
The old regulations does not specify any accounting treatments for debentures 
and redeemable bonds. Article 26 of the new regulations specifies that where 
debentures are acquired at a premium or discount, the difference between the cost and 
the face value of the debentures shall be amortized by installments using the straight line 
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method or effective interest rate method over the period to maturity of the debentures to 
adjust the interest income and the book value of the long term investments. 
Similar provisions are made in Article 42 for the redeemable bonds. The 
difference between the proceeds of issue and the face value of the bonds shall be 
accounted for as the premium or discount on issue and shall be accounted for separately 
and separately disclosed as an addition to or a deduction from the redeemable bonds 
account in the balance sheet. They shall be amortized by installments using the straight 
line method or effective interest method over the period to maturity of the bonds and 
shall be charged against the related interest expenses. 
c. Fixed Assets under Finance Leases 
The old regulations does not mention anything about fixed assets acquired 
under finance leases. Article 30 of the new regulations specifies that the cost of fixed 
assets under finance leases represents the purchase consideration stated in the contracts 
including transportation, loading and unloading expenses, insurance and taxes payable 
borne by the enterprise. Where the purchase consideration stated in the contracts 
includes interest and handling charges, that portion of the interest and handling charges 
shall be deducted from the cost. 
H Accounting Trp-p^ tment for Construction in Progress 
Construction in progress was introduced in Article 33 of the new regulations. 
The following items, which are mainly to be accounted for either on the basis of actual 
amount paid or actual expenses incurred, have been identified in the Article : 
• Materials used in construction 
• Equipment to be installed 
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• Payment on account to contractors 
• Management expenses of the construction work 
• Construction work undertaken by the enterprise itself 
• Construction work undertaken by third party subcontractors 
• Installation of equipment 
In addition, Article 34 of the new regulations further specifies that where there 
is spoilage or damage to the construction in progress, net losses resulting shall 
generally be accounted for as part of the cost of construction in progress. Besides, net 
losses arising from spoilage or damage as a result of extraordinary causes shall be 
accounted for as pre-operating expenses if the construction is undertaken during the set-
up period and accounted for as non-operating expenses if the asset has already been 
used in operation. 
e. Exchange Difference during the Set-up Period 
Under Article 43 of the new regulations, exchange difference during the set-up 
period shall be accounted for in the 'exchange difference during the set-up period' 
account. Article 38 and 39 further specify that exchange losses during the set-up period 
shall be accounted for based on the amount realized during the period and be amortized 
over a period of not less than five years from the date the enterprise commences 
operation. 
Nevertheless, under Article 62 of the new regulations, net exchange gains 
arising during the set-up period shall be dealt with in one of the following three ways : 
• Written off by equal installments over five years after commencement of operations; 
• Retained for setting off operating losses in future years; 
• Retained until the enterprise is put into liquidation. 
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The balance of the 'foreign exchange gains arising during the set-up period' 
account shall then be separately disclosed under other liabilities in the balance sheet. 
f. Deferred Investment Losses 
Under Article 38 and 39 of the new regulations, deferred investment losses 
shall be accounted for based on the difference between the appraised value and the book 
value of the investments and be amortized by equal installments over the investment 
period but not less than 10 years. 
Article 43 of the new regulations further specifies that income derived from 
deferred investment shall be accounted for in the 'deferred investment losses' account. 
g. Accounting Treatment for Paid-in Capital 
Article 20 of the old regulations only specifies that foreign currency contributed 
by a foreign participant shall be converted into Renminbi at the official exchange rate 
quoted on the day of cash payment. Article 47 of the new regulations provides more 
detailed rules on the translation of foreign currency capital contributed by investors. 
First of all, the amount credited to the paid-in capital account shall be translated 
at the official exchange rate as specified in the joint venture agreement. If the exchange 
rate is not specified in the agreement, translation shall be made at the official exchange 
rate quoted on the date when the contribution is received. Last of all, where the capital 
is contributed by installments, each amount received shall be translated at the official 
exchange rate prevailing on the date of the first receipt. 
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On the other hand, in accordance with Article 47 & 61 of the new regulations, 
the amount debited to the corresponding asset account shall be translated at the official 
exchange rate quoted on the transaction date or on the first day of the month when the 
transaction takes place. Exchange differences arising from the adoption of different 
exchange rates in the corresponding assets and capital-in capital accounts shall be dealt 
with in the capital reserve account. 
h. Recognition of Operating Income for Hire Purchase Business and Long-term 
Contracts 
Article 54 of the new regulation also specifies the rules for recognition of 
operating income for the hire purchase business and the long-term contracts. 
For enterprises engaged in the hire purchase business, operating income may be 
recognized according to the payment dates specified in the hire purchase contracts. In 
the case of long-term contracts, operating income may be recognized according to the 
stage of completion or work completed. 
i Foreign Currencies Purchased or Sold through the Swap Center 
When the old regulations was prepared in 1985, no swap center was established 
in PRC for the purchase and sale of the foreign currencies. Article 63 of the new 
regulations deals with the accounting treatments for sales and purchase of foreign 
currencies at the swap centers. 
Under Article 63, foreign currencies purchased or sold through the swap center 
shall be accounted for at the actual swap rate, and have nothing to do with the official 
exchange rate. 
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For the foreign currency purchased through the swap center at the swap rate, 
this rate shall be used when the foreign currency is utilized using the first-in-first-out 
method, the weighted-average method or the specific item method. 
For the foreign currency sold through the swap center, the difference between 
the value of foreign currency sold translated at the swap rate and the historical reporting 
currency value of that foreign currency shall be accounted for as profits or losses for 
the period under exchange gains or losses. 
j. Accounting Treatment for Foreign Exchange Quotas 
Under Article 64 of the new regulations, foreign exchange quotas acquired in 
sales activities shall be recorded in the supporting memorandum book and disclosed in 
the notes of the balance sheet. Income received from the sale of such foreign exchange 
quotas through swap center shall be dealt with as foreign exchange gains or losses. 
On the other hand, foreign exchange quotas purchased shall be accounted for at 
cost and be separately disclosed under current assets in the balance sheet. Foreign 
currencies purchased using the foreign exchange quotas shall be accounted for at the 
book cost of the foreign exchange quotas purchased and the corresponding Renminbi 
funds. Differences between payments received on sale of foreign exchange quotas and 
their book costs shall be dealt with as foreign exchange gains or losses. 
3.1.5 Additional Disclosure Requirements 
The new regulations has provided more comprehensive accounting definitions 
and much precise accounting treatments for some of the accounting terms and issues 
which were uncovered in the old regulations. The new regulations has also described 
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the disclosure requirements for these new accounting items. They usually require them 
to be disclosed separately under a particular accounting category on the financial 
statement. Special attention has to be paid to some provisional items, which are 
required to be shown as a deduction from the corresponding accounts on the balance 
sheet. 
These additional disclosure requirements and rules have already been discussed 
alongside with other accounting issues in previous sections. They will not be repeated 
here again. Nevertheless, it is still worthwhile to mention the following two points 
which have not been covered. 
a. Separately Disclose on the Current Portion and the Long-term Portion of a particular 
Asset or Liability Item on the Balance Sheet 
Unlike the old regulations, the new regulations recognize the need to separately 
disclose on the balance sheet the current portion and the long-term portion of a 
particular asset and liability item. This requirement has been described under the 
following Articles: 
• Amounts receivable after one year from the balance sheet date shall be separately 
disclosed below the long-term investment category in the balance sheet (Article 19). 
• Any portion of long term investment to be realized or recoverable within one year 
from the balance sheet date shall be separately disclosed under current assets in the 
balance sheet (Article 26). 
• Amount payable after one year from the balance sheet date shall be separately 
disclosed under long term liabilities in the balance sheet (Article 40). 
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• Long-term liabilities repayable within one year from the balance sheet date shall be 
separately disclosed under current liabilities in the balance sheet (Article 41). 
b. Information to be disclosed in the Notes to the Financial Statements 
Notes on the financial statements have been formally specified as part of the 
accounting reports of the enterprises with foreign investment in addition to the financial 
statements under Article 71 of the new regulations. 
Article 71 of the new regulations also specifies the requirement to include the 
following contents on the notes to the financial statements: 
• Total amount of investment, investment composition and stage of investment; 
• Charges in capital structures; 
• Condition of operation; 
• Operating results and appropriations of profits; 
• Fund movement and liquidity; 
• Foreign exchange position; 
• Principal taxes paid; 
• Gains or losses, spoilage and damage of assets; 
• Changes in accounting policies; 
• Other disclosable items and circumstances. 
q 9 Differences between the Np-w PRC Joint Venture Accounting 
Regulation义 nnd the Intemational Accounting Standards 
After reviewing the differences between the old and the new PRC joint venture 
accounting regulations, we have to admit that the Chinese Government has exerted 
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significant efforts in developing new accounting regulations to cope with the new 
economic development in China and to narrow the gap between the Chinese accounting 
practices and the international accounting standards. 
Nevertheless, because of the influence of the old accounting practices and the 
differences of the socio-economic environment, a number of discrepancies are still 
found between the accounting requirements of the new accounting regulations and the 
international accounting standards. They are now summarized as follows : 
3.2.1 Rigid Pre-defined Accounting Rules Not Consistent with the lASs 
One of the general characteristics of the Chinese accounting system is the pre-
definition of certain accounting rules in the regulations. These accounting rules will 
inevitably affect the measurement of the economic performance of the companies and 
may not be in line with the international accounting standards. They are described as 
follows : 
a Rstimated Residual Value (Tor depreciation calculation) 
Under Article 31 of the new regulations, estimated residual value has been 
defined as not less than 10% of the asset cost for depreciation purposes. 
No such rule was defined in the lASs or SSAPs. As explained in IAS 4，the 
residual value of an asset is often insignificant and can be ignored in the calculation of 
the depreciable amount. 
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b. General Provision for Bad Debts 
Under Article 22 of the new regulations, enterprises may make a general 
provision for bad debts at the end of the accounting year. 
Nevertheless, the general provision should not exceed 3% of the total 
receivables outstanding at the end of the accounting year. This is inconsistent with the 
'prudence concept' of the lASs, which require provision to be made for all known 
liabilities whether the amount of these is known with certainty or is a best estimate in 
the light of information available. 
c. Minimum Amortization Period 
Chapter 7 of the new regulations has specified the minimum amortization 
periods for a number of intangible assets. They are summarized as follows : 
Article Asset Items Amortization Period 
37 Intangible assets without Over the estimated beneficiary 
specified useful life period or not less than 10 
years. 
39 Pre-operating expenses and By equal instalments over a 
exchange losses during the period of not less than 5 years 
set-up period from the date the enterprise 
commences operation. 
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39 Deferred investment losses By equal instalments over the 
investment period but not less 
than 10 year. 
39 Other deferred expenses By equal instalments over the 
estimated beneficiary period but 
not less than 10 year. 
The specification of a minimum amortization period for the intangible assets is 
inconsistent with the prudence concept of the lASs. The amortization periods should 
be determined by looking into the nature of the intangibles on an individual basis, and 
then estimating the period over which the benefits can accrue accordingly. 
d. Accounting Year of the Enterprises 
Under Article 5 of the new regulations, the accounting year of the enterprises 
shall coincide with the calendar year, i.e. from January 1 to December for each year. 
No such requirement was specified in the lASs. The enterprises in the western 
countries can usually determine the accounting year by themselves in accordance with 
their requirements. 
3.2.2 Probable Losses Not Fully Accounted for in the Light of the lASs 
With the introduction of general provision for bad debts and looking into the net 
realizable value of the inventories, the new regulations have made significant progress 
in recognizing probable losses for the enterprises. Nevertheless, there are still some 
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areas for probable losses which are not adequately covered in the light of the 
International Accounting Standards. They are described as follows : 
a. Provision for Permanent Diminution in Value 
According to IAS 25, the carrying amount of all long-term investments should 
be reduced to recognize a permanent diminution in value of the investments, such 
reduction being determined and made for each investment individually. This kind of 
accounting treatment is consistent with the prudence concept of the lASs. 
In other words, enterprises need to make provision for permanent diminution in 
value of their investments in their accounts. Nevertheless, no such requirement was 
specified in the chapters for long-term investments and fixed assets of the new 
regulations. Probable losses may therefore not be fully accounted for in the accounts if 
the enterprises ignore the possibility of such provision. 
b. Restriction on the Percentage for Provision for Bad Debts 
Under Article 22 of the new regulations, enterprises may now make a general 
provision for bad debts at the end of the accounting year. Nevertheless, such provision 
shall not exceed 3% of the total receivables outstanding at the end of the accounting 
year. 
Such kind of restriction is inconsistent with the prudence concept of the lASs. 
Under SSAP 1, provision should be made for all known liabilities (expenses and 
losses) whether the amount of these is known with certainty or is a best estimate in the 
light of information available. No restriction should be imposed on such provision. 
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c. Approval for recognition of Losses on Stock 
Under Article 25 of the new regulations, if the net realizable value of the 
merchandise and products are less than their book costs, such loss may be charged to 
the selling expenses of the accounting year after obtaining approval from the relevant 
supervisory authorities. 
Nevertheless, the approval process may actually hinder the recognition of the 
losses in the accounts of the enterprises. Probable losses may not be fully accounted 
for if such approval is not or cannot be obtained at the end of the accounting year. 
3.2.3 Accounting Treatments Not Consistent with the lASs 
In addition to the above discrepancies, the accounting treatments of certain 
accounting items in the new regulations are also different from the lASs. Some of 
these accounting treatments actually took into account the special socio-economic 
condition in China, while others were developed from the old accounting practices 
before the economic reform. They are now summarized as follows : 
p> Staff Welfare Expenses 
Under Article 57 of the new regulations, expenses for staff and workers' bonus 
and welfare funds have to be appropriated from profit after taxation. The staff and 
workers' bonus and welfare fund is actually fund retained to finance the construction of 
staff quarters and to pay incentive bonuses and other benefits to employees. It has to be 
set up alongside with a general reserve fund and an enterprise expansion fund by way 
of appropriations from profit after taxation in accordance with the relevant laws and 
regulations. 
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The above treatment is not consistent with the lASs. Staff welfare expenses 
such as education, housing and pension have to be treated as normal operating 
expenses. They should be charged against profit before tax, rather than appropriated 
from profit after tax as specified in the new regulations. 
b. Investment in Associates 
Long-term investments are categorized as subsidiary companies, associated 
companies and other investments under lASs. No such distinction nor the terms 
'subsidiary' and 'associate' was introduced in the new regulations explicitly. 
Under IAS 28, if a holding company holds 20% to 50% of the equity of an 
investee company and is able to exercise significant influence over its management 
decision, the later is an associated company whose results has to be accounted for 
under the equity method of accounting. Cost method of accounting should only be 
used when the associate operates under severe long-term restrictions that significantly 
impair its ability to transfer funds to the investor or the investment is acquired and held 
exclusively for sale in the near future. 
On the other hands, Article 27 of the new regulations states that the cost method 
shall generally be used in accounting for investments in other enterprises and shares. 
The equity method may also be used where an enterprise's investment exceeds 25% 
(not 20%) of the total capital or total share capital of the invested enterprise and 
significant influence can be exercised over its management. The use of equity method 
of accounting is not a compulsory one. 
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c. Foreign Currency Translation 
Under IAS 21, foreign currency transactions during the year are to be translated 
at the rates of exchange ruling on the transaction date, whereas foreign currency 
monetary items are translated at the rates of exchange ruling at the balance sheet date. 
Exchange differences arising on settlement of these foreign currency transactions and 
on reporting of these foreign exchange monetary items are to be included in the 
operating results of the enterprises as exchange gains or losses during the current 
period. 
Similar provisions were made in Chapter 12 of the new regulations for handling 
of foreign currency transactions. Nevertheless, the situation is complicated by the 
presence of dual rates of exchange in China. They are the official exchange rate and the 
swap rate. The official exchange rate is a fixed rate of exchange quoted by the PRC 
government who may adjust the rate as and when deemed necessary. The swap rates 
are the rates obtained from swap centers. They are foreign exchange centers authorized 
by the PRC government where willing buyers and sellers can exchange RMB and 
foreign currencies there at rates agreed by them. 
Under Article 61 & 62 of the new regulations, foreign currency transactions are 
required to be translated at the official exchange rate quoted on the transaction date or 
on the first day of the month when the transaction takes place, whereas balances of 
foreign currency accounts at the end of each month shall be translated at the official 
exchange rate prevailing at the end of that month. 
The official exchange rate however does not apply to the foreign currency 
purchased or sold through the swap center, which shall be accounted for at the actual 
swap rate. In particular, under Article 63 of the new regulations, foreign currency 
purchased shall be accounted for separately at the swap rate and this rate shall be used 
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when the foreign currency is utilized. The swap rate may be determined by using the 
first-in-first-out method, or the weighted average method or the specific item method. 
The difference between the official exchange rate and the swap rate is very 
significant. Since swap rates are established between willing buyers and sellers at an 
arm's length, they are more approximate to the market rate of exchange as defined 
under lASs than the official exchange rate. The use of official exchange rate to record 
the foreign currency transactions and to translate the foreign currency balances may not 
present a true and fair picture of the foreign currency transactions as required under the 
lASs. Material adjustments may need to be done in order to comply with the lASs. 
d. Inventory Costing Methods 
Under Article 24 of the new regulations, inventory shall be accounted for at 
historical cost which can be determined using the first-in-first-out, weighted average, 
moving average, last-in-first-out or batch actual methods. 
Nevertheless, the last-in-first-out and batch actual methods are not acceptable 
inventory costing methods under HKSSAP. The International Accounting Standards 
Committee has also proposed to eliminate the last-in-first-out method from IAS 2 in 
their Statement of Intent. 
p. Research anH Development Expenses 
Research and development expenses are grouped under the category of general 
and administrative expenses under Article 51 of the new regulations. 
However, under IAS 9, only research expenditure has to be expensed as 
incurred. Development expenditure may be deferred and recognized as an asset if 
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certain criteria which indicate future benefits can be accrued from that expenditure, are 
met. The deferred expenditure will then be amortized on a systematic basis by 
reference either to the sales or use of the product or process, or to the time period over 
which the product or process is expected to be sold or used. 
3.2.4 Major Topics or Information Not Adequately Covered or Disclosed by the 
New Regulations in the Light of lASs 
Although the new accounting regulations issued in 1992 is more comprehensive 
and informative than the one issued in 1985, there are still some important areas or 
information not adequately covered or disclosed by the new regulations when compared 
them with the International Accounting Standards. They are now summarized as 
follows : 
a. Disclosure of Accounting Policies 
Under IAS 1, financial statements should include disclosure of all significant 
accounting policies which have been used. No such requirement was actually specified 
in the new regulation. Article 71 of the new regulation only specifies the requirement to 
disclose the change in accounting policies on the notes to the financial statements. 
h Kx t r ao rd inBrv Items and Prior Year Adjustments 
Extraordinary items are items which derive from events outside the ordinary 
activities of the company and which are both material and expected not to recur 
frequently or regularly. 
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Prior year adjustments are those material adjustments applicable to prior year 
arising from changes in accounting policies and from the correction of fundamental 
errors. 
There is a requirement to disclose the amount and nature of these items 
separately from the operating profit under IAS 8 and SSAP 2. Neither the disclosure 
requirements nor the definition of these items was specified in the new regulations. 
c. Contingencies and Post Balance Sheet Events 
No provisions was made in the new regulations for contingencies and post 
balance sheet events. 
A contingency is a condition or situation whose ultimate outcome will be 
confirmed only by the occurrence or non-occurrence of one or more uncertain future 
events. Under IAS 10, contingency losses shall be accrued if it is probable that the 
contingency will result in a loss to the company. If a contingency loss is not accrued, 
its nature and an estimate of its financial effect are generally disclosed by way of note. 
On the other hand, contingency gains should only be disclosed but not recognized in 
accordance with the prudence concept 
Post balance sheet events are events that occur between the balance sheet date 
and the date the financial statements are authorized for issue. Under IAS 10, asset and 
liabilities should be adjusted for events which provide additional evidence of conditions 
that existed at the balance sheet date. If events after the balance sheet date do not affect 
the conditions of assets or liabilities at the balance sheet date, disclosure should be 
made (but not adjustments) if non-disclosure would affect the ability of users of the 
financial statements to make proper evaluations and decisions. 
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d. Related Party Transactions 
Parties are considered to be related if one party has the ability to control the 
other party or exercise significant influence over the other party in making financial and 
operating decisions. A related party transaction occurs when there is a transfer of 
resources or obligations between related parties, regardless of whether a price is 
charged. 
Under IAS 24，related party relationships should be disclosed irrespective of 
whether there have been transactions between the related parties. If there have been 
transactions between the related parties, the type and the elements of transactions 
necessary for an understanding of the financial statements should be disclosed. These 
elements would normally include the volume of the transactions, the amount of 
outstanding items and the pricing policies. 
No such requirements was specified in the new regulations. 
e. Future Capital Commitments 
Amounts committed for future capital expenditures are required to be disclosed 
under IAS 5. 
In particular, under IAS 17，commitments for minimum lease payments under 
finance leases and under non-cancelable operating leases with a term of more than one 
year should be disclosed in summary form giving the amounts and periods in which the 
payment will become due. 
No such provisions was specified in the new regulations. 
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f. Deferred Taxation 
The new regulations does not cover anything for deferred taxation. 
Deferred tax is the tax attributable to timing differences which arise because the 
period in which some items of revenue and expense included in tax computations does 
not coincide with the period in which they are included in accounting income. 
Under IAS 12, the tax expense for the period should be determined on the basis 
of tax effect accounting, using either the deferral or the liability method. The tax effect 
accounting methods consider taxes on income to be an expense incurred by the 
enterprise in earning income and are accrued in the same periods as the revenue and 
expenses to which they relate. The resulting tax effects of timing differences are 
included in the tax expense in the income statement and in the deferred tax balance in 
the balance sheet. The deferred tax balance should be shown separately from the 
shareholders' interests in the balance sheet. 
In addition to the above, under IAS 12, separate disclosures should be made for 
tax expenses related to ordinary income, extraordinary items, prior period items and 
changes of accounting policy. An explanation between accounting income and tax 
expense is also required if it is not explained by the tax rates in effect. 
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CHAPTER IV 
ACCOUNTING REGULATIONS FOR PILOT JOINT 
STOCK COMPANIES 
With the open door policy and the introduction of foreign ownership in China 
since 1979, the economic system of China has been gradually changed from the 
planned economy towards the market economy. The open door policy was re-
confirmed by Deng's visit to the Southern Provinces of China in spring 1992，and the 
speed of evolution toward the market economy was faster than ever before. The 
establishment of stock markets in Shanghai and Shenzhen, and the listing of some 
selected (pilot) PRC joint stock companies in Hong Kong are two important indications 
to the world that China will deepen and continue to draw experience from the western 
world for her economic reform. 
In June 1993, the Hong Kong Stock Exchange (HKSE) announced a package 
of modified Listing Rules governing the primary listing of companies incorporated in 
the PRC on the Hong Kong Stock Exchange. With these Rules in place, shares of 
some selected PRC joint stock companies, called 'H' shares, are now available for 
listing in the Hong Kong Stock Exchange since June 1993i3. 
广卜"ng Kong I i從ri PRC mmpRTiies - Accounting Regnirenients of the 
AnmiRl Accounts. The Hong Kong Accountant (Jul/Aug 1993):73. 
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Other than a simple notation of shares listed in Hong Kong, 'H' shares also 
refer to a whole set of accounting standards and regulations which are different from 
those of the old accounting systems for 'A' shares and 'B' shares traded in the stock 
exchanges of China. These changes are unavoidable because PRC companies need to 
establish common ground on accounting principles for foreign investors to follow if 
they want to launch their shares successfully on overseas stock markets. 
In May 1992, the Ministry of Finance (MOF) of the PRC promulgated a set of 
accounting regulations for the joint stock companies in China called the ’Accounting 
Regulations for Pilot Joint Stock Companies' (hereafter referred to as The 
Regulations' in this section). At the request of the HKSE and the Chinese Institute of 
Certified Public Accountants (CICPA), the Hong Kong Society of Accountants 
(HKSA) carried out a detailed review of The Regulation' and produced a commentary 
comparing The Regulation' with the Hong Kong Generally Accepted Accounting 
Principles (HKGAAPs) and the International Accounting Standards (lASs). Quite a 
number of material differences was found between The Regulation' and the 
HKGAAPs and lASs. 
After the issuance of the commentary by HKSA, two addenda were 
subsequently promulgated in November 1992 and May 1993 by MOF, which took into 
account some of the comments raised by the Hong Kong Society of Accountants on 
The Regulation'. The addenda supersede sections of The Regulation' and align them 
with the requirements of HKGAAPs and lASs. Selected PRC Joint Stock Companies 
are now required to comply with The Regulation' and its addenda before listing in the 
Hong Kong Stock Exchange. 
Under the following two sections, we examine the two addenda and the 
commentary issued by the Hong Kong Society of Accountants on The Regulation', 
and find out the areas of inconsistencies that have been removed by the two addenda. 
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Last but not least, we also examine those major inconsistencies that are still unresolved 
in the light of lASs. 
4.1 Areas of Inconsistencies Removed by the Addenda 
The two addenda issued in November 1992 and May 1993 supersede sections 
of The Regulation' and align them with the requirements of HKGAAPs and lASs. 
The following areas of inconsistencies have been removed explicitly by the two 
addenda: 
a. Valuation of Short-term Investments 
Article 22 of The Regulation' requires short term investments to be stated at 
cost. Under HKGAAPs and lASs, short term investments are stated at the lower of 
cost and net realizable value in order to be consistent with the prudence concept. 
Article 3 of Addendum 2 now requires short-term investments to be stated at the 
lower of cost and net realizable value. The inconsistency has now been removed. 
b. Bad Debt Provisions 
Under Article 23 of The Regulation', bad debt provisions are restricted to a 
proportion of debtors prescribed by the State. This is inconsistent with the prudence 
concept which requires provision to be made for all known liabilities (expenses and 
losses) whether the amount of these is known with certainty or is a best estimate in the 
light of information available. Hence, provisions should be made by the enterprise 
based on the judgment of their directors in the light of information available and should 
not be restricted to a specific percentage. 
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Article 2 of Addendum 1 now requires the basis of bad debt provisions to be 
determined at the discretion of the enterprise. If the provision amount is different from 
the percentage prescribed by the State, the difference should be fully disclosed in the 
accounts. 
c. Valuation of Stocks and Work-in-progress 
Article 24 and 25 of The Regulation' require stocks to be stated at actual cost 
less certain specific provisions for damages, stock-take shortages and perishable items. 
This is inconsistent with the HKGAAPs and lASs which require stocks to be stated at 
the lower of cost and net realizable value, including provision or obsolete stock. 
The above inconsistency has now been removed by Article 3 of Addendum 1 
which requires stocks to be stated at the lower of cost and net realizable value in order 
to comply with the lASs. 
d. Inventory Costing Methods 
Article 25 of The Regulation' specifies that inventory shall be accounted for at 
historical cost using the first-in-first-out, weighted average, moving average, last-in-
first-out or batch actual methods. Nevertheless, the last-in-first-out and batch actual 
methods are not acceptable inventory costing methods under HKSSAP. The 
International Accounting Standards Committee has also proposed to eliminate the last-
in-first-out method from IAS2 in their Statement of Intent. 
This inconsistency has now been eliminated by Article 3 of Addendum 1 which 
remove the last-in-first-out and batch actual methods from the methods of calculating 
46 
cost for inventory. The Article indicates that only the first-in-first-out, weighted 
average and moving average methods shall be used for calculating the inventory cost. 
e. Accounting Treatments for Long-term Investment 
Under HKGAAPs and lASs, different measurement standards are applied to 
different forms of long-term investment. In the case of subsidiary companies where the 
holding company holds more than 50% of the share capital, the investments should be 
equity accounted for in the holding company's accounts. Consolidated statements need 
to be prepared accordingly. Likewise, investment in associated companies where the 
investing company holds more than 20% but less than 50% of the share capital, is also 
required to be equity accounted for in the consolidated accounts. In any case, all forms 
of long-term investments have to be stated at cost less provision for permanent 
diminution in value in the accounts of the holding company under the lASs. 
Similar accounting treatments are provided under Article 28 and 29 of The 
Regulation'. Nevertheless, there is no mention of provision for permanent diminution 
in value of the investment, nor is there any mention of the treatment of associated 
companies in group accounts. 
To enable The Regulation' to be consistent with the HKGAAPs and lASs, the 
following accounting treatments were introduced in Article 6 & 11 of Addendum 1 and 
Article 1 of Addendum 2: 
• Companies in which more than 20% but less than 50% of voting capital are held are 
required to be equity accounted for in the group accounts. 
• Equity method of accounting shall be applied to companies with less than 20% of 
voting capital if significant influence can be exercised on those companies (This is not 
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consistent with IAS 28 which does not consider the investor company have 
significant influence over an investee company if the former holds less than 20% of 
the voting capital of the investee c o m p a n y . 14) 
• Companies in which more than 50% of voting capital are held are required to be 
consolidated. 
• Long-term investments may be stated at cost or revaluation, less provision for 
permanent diminution. Where stated at revaluation, a policy for the frequency of 
revaluation should be adopted and all long-term investments are revalued at the same 
time. 
• Uniform group accounting policies should be applied to the companies within the 
same group. Any differences in accounting policies should be adjusted when 
preparing the consolidated accounts. 
f. Amortization Periods for Intangibles and Pre-operating Expenses 
Article 39 and 41 of The Regulation' require intangibles and pre-operating 
expenses to be amortized over a period of not less than ten years and five years 
respectively. 
The prescription of a minimum amortization period is inconsistent with the 
prudence concept, which requires amortization period to be determined by an estimate 
of the period over which benefits can accrue by referring to the nature of the intangible 
asset� 
Kong Listed PRC companies - Accounting Reqiiirements of the 
Accounts. The Hong Kong Accountant (Jul/Aug 1993):79. Slightly different from Wmmes 
view, we consider this issue is not completely consistent with IAS. 
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The minimum amortization period for pre-operating expenses was removed 
under Article 5 of Addendum 2. Nevertheless, there is no mention of the removal of 
minimum amortization period for intangibles with no validity period in the Addenda^^. 
g. Capitalization of Borrowing Costs 
Article 45 of The Regulation' requires the interest and exchange difference of 
the long-term loans taken out to acquire or finance the development of fixed or 
intangible assets be capitalized with the related assets. Nevertheless, no restriction on 
when capitalization should cease is prescribed in The Regulation'. 
The following situations are now prescribed in Article 8 of Addendum 1 
indicating when capitalization of borrowing costs should be ceased, which is consistent 
with the lASs: 
• When the assets is ready for its intended use or sales 
• For investment in other company, when the investee company starts its production 
operation 
• During extended periods in which normal development process is interrupted 
h. Valuation of Long-Term Contracts 
Article 60 of The Regulation' requires long-term contracts to be accounted for 
in accordance with the completed contract or percentage of completion method which 
allows profit to be recognized before completion of the contract. Nevertheless, The 
；S ^YinTiir rhniTi：： i^ nTip T inted PRC comnmiies - Accounrinp Requirements of the 
Ann..l Accounts. The Hong Kong Accountant (Jul/Aug 1993):78. Different from Winnie's view, we 
c o n s i d e r this inconsistency has only partially been resolved. 
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Regulation' does not specify any criteria for adoption of the percentage of completion 
method. This is not consistent with the prudence concept. The percentage of 
completion method should only be used when the outcome of the contract can be 
reliably estimated. 
The above criteria is now incorporated in Article 4 of Addendum 1 which 
requires percentage of completion method to be used only if the financial outcome of 
the contract can be reliably estimated. Foreseeable losses are also required to be 
provided for in the accounts. 
i. Sales Return after Year End 
Article 61 of The Regulation' requires sales returns in the current period to be 
offset against current period income regardless of when the original sales occurred. 
This rule is inappropriate for establishing proper cut-off at the year end date. Current 
year sales should be adjusted for material returned sales subsequent to the year end. 
The inconsistency is now removed by Article 4 of Addendum 2 which requires 
sales returns after year end to be adjusted against sales for the year, rather than in the 
year when the returned sales occurred. 
j. Extraordinary Items 
Article 63 of The Regulation' sets out items to be included as non-operating 
income and expenses which include unrecorded fixed assets, gain and loss on disposal 
of fixed assets, penalties and fines, waiver of liability, extraordinary loss and staff 
insurance. Most of the items would appear to fall within operating income and 
expenses under HKGAAPs. There is no distinction among normal, exceptional and 
extraordinary items in The Regulation'. 
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Article 5 of Addendum 1 makes it clear that extraordinary items actually refer to 
those gains or losses that arise from events or transactions that are distinct from 
ordinary activities including losses from natural catastrophe or other abnormal losses. 
They should be separately disclosed and included under net income or loss of the 
current period, with the nature and amount of each extraordinary item separately 
disclosed in the notes to the financial statements. These requirements are consistent 
with the lASs. 
k. Provision for Deferred Tax 
’The Regulation’ does not cover anything for provision for deferred tax. 
Article 7 of Addendum 1 now requires deferred tax to be provided for using 
either the liability method or the deferral method. Although HKSSAP 12 only allows 
liability method to be used for deferred tax, both methods are allowed alternatives under 
IAS 12. 
1. Contingencies and Post Balance Sheet Events 
There is no requirement to provide for the liabilities arisen out of contingencies 
and post balance sheet events in The Regulation'. 
Article 10 of Addendum 1 now sets out the circumstances for recognition of 
contingencies and post balance sheet events, which are consistent with HKSSAP and 
IAS. In addition, it also specifies the requirements to disclose the nature and financial 
effect of contingent liabilities in the notes to the financial statements. 
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4.2 Major Inconsistencies Not Resolved in the Light of lASs 
As described in the above section, many inconsistencies have been removed by 
the two Addenda after taking into account the comments raised by the Hong Kong 
Society of Accountants on The Regulation'. Nevertheless, there are still a few 
important areas which are not covered by the two Addenda and remain in conflict with 
the HKGAAPs and lASs. 
These inconsistencies will be described in detail in the following sub-section. 
Nevertheless, some of these inconsistencies are now covered by the 'Accounting 
Standards Regulations for Enterprises', the first national accounting standards issued in 
Nov. 92 for all enterprises in China, while some other are resolved by the recent 
development in other finance areas such as unification of foreign exchange rates. We 
will take into account these latest developments in China when describing the 
inconsistencies. 
a. General Accounting Principles 
The framework for the preparation and presentation of financial statements in 
Hong Kong is centered around the four fundamental concept of 'going concern丨， 
'accrual', 'consistency' and 'prudence'. lASs describe further the concepts of 
'substance over form' and 'materiality'. However, only the 'consistency' and the 
'accrual' concepts were prescribed in Article 12 and 16 of The Regulation'. The other 
concepts were covered in neither The Regulation, nor the Addendum. 
Nevertheless, with the issuance of the 'Accounting Standards Regulations for 
Enterprise' which became effective 1 July 1993 for all enterprises in PRC, the 
following accounting principles are now required to be followed when preparing 
financial statements: 
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• The general principle of 'going concern' (Article 5) 
• The 'prudence' concept (Article 18) 
• The 'materiality' concept (Article 21) 
b. Depreciation Method and Periodic 
Article 32 of The Regulation' requires the depreciation method and period to be 
made in accordance with the provisions set by the State. This is inconsistent with the 
lASs which require the depreciation cost be allocated to accounting periods on a 
systematic basis during the useful life of the assets. 
Although the Addenda of The Regulation' does not provide any further 
guidelines on depreciation of the fixed assets, this inconsistency seems to be resolved 
following the issuance of the 'Accounting Standards Regulations for Enterprises' 
which became effective 1 July 1993 for all enterprises in PRC. Article 30 of the 
'Accounting Standards' specifies that depreciation of the fixed assets shall be accounted 
for on the basis of original cost, estimated residual value, estimated useful life or 
working capacity of the fixed assets using the straight line method or working capacity 
method. Accelerated depreciation method may also be used if in conformity with the 
relevant regulations. 
Nevertheless , the requirement of conforming to state regulations with regard to 
depreciation calculation has not actually been relieved yet. The Ministry of Finance has 
promulgated alongside with The Accounting Standards Regulations for Enterprises' 
another financial document called The General Financial Regulations for Enterprises' 
which aims at providing principles and norms to strengthen the financial management 
16 Winnie Cheung, Hong Kong Listed PRC cnmpRnies - Accoimting Requirements of the 
Anniinl Accounts. The Hong Kong Accountant (Jul/Aug 1993):78. In contrary to Winnie's view, we do 
not think this issue is resolved by the 'Accounting Standards'. 
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of the enterprises. Under Article 18 of the 'General Regulations', the classified 
depreciation life, the depreciation methods and the scope of calculating depreciation of 
the fixed assets are to be determined by the Ministry of Finance. The enterprises have 
to select the specific depreciation methods and determine the extent of accelerating 
depreciation in accordance with the stipulations of the State. They are not allowed to 
select the depreciation method and period at their own discretion. 
c. Foreign Currency Translation 
Article 21 of The Regulation' requires foreign currency translation to be based 
on the official exchange rate which is a fixed rate of exchange quoted by the PRC 
government under the dual rate of exchange system. The Addenda of The Regulation丨 
specifies further the accounting adjustments for those foreign currency transactions that 
involve purchase or sales of foreign currency in swap centers. In any case, all foreign 
currency transactions are requires to be translated uniformly at the official exchange rate 
under the foreign currency control policy of the State. 
This is inconsistent with the HKSSAPs and lASs which require foreign 
currencies to be translated at the market rate of exchange. The official exchange rate 
quoted by the PRC government may not be the best approximation of the market 
exchange rate. On the other hand, the swap center rates which are established between 
willing buyers and sellers at an arm's length, are more approximate to the market rate of 
exchange as defined under lASs than the official exchange ratei?. 
Nevertheless, the dual rate of exchange system was subsequently abolished by 
the PRC government. The State-set official rate was put to an end, and the dual rates of 
17 Winnie Cheung, Hong Kong Listed PRC companies - Accounting Requirements of the 
AnTinal Accounts. The Hong Kong Accountant (Jul/Aug 1993):75-76 
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exchange was unified starting from 1 January 1994. The exchange rate of RMB is now 
allowed to float based on the laws of demand and supply in the market. 
In fact, it is time for the PRC company to consider revising or updating The 
Regulation' and its Addenda to take into account the recent development in China which 
have an impact on its accounting regulations. 
d. Collective Welfare Fund 
Article 42 of The Regulation' requires the amount set aside for 'Staff Welfare 
Fund’ under state provisions be treated as current liability, whereas the 'Collective 
Welfare Fund' appropriated from profit after tax be treated as part of the shareholders' 
interest. 
Article 9 of Addendum 1 further specifies that shareholders' funds be analyzed 
into share capital, capital reserve and accumulated reserve which includes revenue 
reserve, collective welfare fund and undistributed profit. The nature and movement of 
these items are requried to be fully disclosed in the notes to the financial statements. 
The treatment of the collective welfare fund as part of the shareholders' interest 
is inconsistent with the lASs^^. The establishment of collective welfare fund in the 
accounts of the company represent another statutory obligation required under the state 
provisions. The benefits arisen from the collective welfare fund do not accrue to the 
shareholders. They should be charged to the profit and loss account and the balance 
recorded as liability in the accounts of the company. 
Winnie Cheung, Hong Kong Listed PRC compnTiies - Accounting Requirements Qf the 
Annnp.1 Accounts. The Hong Kong Accountant (Jul/Aug 1993):81. Although full disclosure is required 
for shareholders' funds, it is questionable if collective welfare fund should be included in shareholders' 
funds，instead of liabilities. In view of this, our view is contrary to Winnie's that the issue m Article 
42 has been fully resolved. 
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e. Valuation of Investment Properties 
Article 17 of The Regulation' requires assets to be stated at cost at the time of 
acquisition. Any deviation is forbidden except allowed by other state provisions. The 
application of historical cost principle without variation is inconsistent with HKSSAP 
13, which requires investment properties to be stated at open market value. 
Nevertheless, we would like to point out that the investment property market is 
still at its infant stage in China. In the absence of a well-established market and proper 
valuation methods, revaluation of investment properties may not be a workable 
accounting measure for Chinese enterprises at this stage^^. 
Besides, IAS 25 also allows investment properties to be treated the same way as 
other properties, i.e. stated at cost less accumulated depreciation in accordance with 
IAS 16 and IAS 4. The revaluation of investment properties to their open market 
values is not a mandatory accounting method under the lASs. 
f. Purchasing Costs of Stock 
Inward transport, packing, insurance and traveling damages are treated as part 
of the operating expenses under Article 56 of The Regulation'. This is inconsistent 
with HKSSAP 3 and IAS 2 which consider these expenditures as expenses incurred in 
bringing the product or service to its present location and condition, and are required to 
be included as part of the cost of stock. 
Cost of stocks and work-in-progress is actually defined under IAS 2 as 
including all costs of purchase, costs of conversion and other costs incurred in bringing 
19 Winnie Cheung, Hong Kong Listed PRC companies - Accounting Reniiirements of the 
Annual Accounts. The Hong Kong Accountant (Jul/Aug 1993):75. 
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the inventories to their present locations and conditions. The treatment of purchasing 
costs as operating expenses rather than part of stock cost is not an acceptable 
accounting standard under the lASs. 
4.3 Conclusion - the 'Joint Stock Accounting Regulations' 
There should be no argument on Chinese enthusiasm and effort in compiling the 
requirements of international or Hong Kong accounting standards for the listing of 'H' 
shares, as indicated by their issuance of The Regulations' and the addenda in response 
to the commentary of the HKSA, which result in resolving most of the major 
inconsistencies. On the other hand, the effort of the HKSA and the HKSE in 
producing the commentary and modifying the Listing Rules also demonstrated the 
interests of the Hong Kong counterparts. 
Although there remain some inconsistencies as described above, they do not 
seem to be material contradictions with the HKGAAPs for the listing of ’H' shares. 
'Substance over form' concept as described in the lASs is not included in the 
HKGAAPs. For depreciation method and period, there is nothing serious for the State, 
who is the policy-maker, as well as the major shareholder, of the state-owned 
enterprises, to set rules or regulations. 'Purchasing costs of stock' is a trivial matter, 
when compared with others, to have any significant impact on the accounts and 
analysis. The previously troublesome 'dual exchange rate' problems has been resolved 
after the unification of exchange rates on 1 Jan, 1994. Impact from Valuation of 
investment properties' may cause potential, but not immediate, issue as only very few 
existing selected joint stock companies hold investment properties. Inclusion of 
'collective welfare fund' in shareholders' funds might cause inaccurate financial 
analysis on the accounts of the joint stock companies, but full disclosure of such 
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information as required by the addenda should at least allow adjustment to be done 
fairly easily. 
While the rules themselves do not seem to be issues, the application of these 
rules by the PRC accountants^^, and the effectiveness and capabilities of monitoring the 
applications by the Chinese authorities are the real concerns. 
20 Winnie Cheung, Hong Kong Listed PRC companies - Accounting Requirements of the 
Accounts. The Hong Kong Accountant (Jul/Aug 1993):76. 
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CHAPTER V 
ACCOUNTING STANDARDS FOR ENTERPRISES IN PRC 
Starting from the late eighties when the economic reform had been carried out 
for almost a decade, Chinese government began to realize that reform in accounting 
systems was a major subsystem of the whole economic reform^i. The success of the 
former reform would significantly affect the latter because of the deficiencies of the old 
accounting systems in dealing with the additional needs and demands derived from the 
economic reform in China. 
The deficiencies of the old Chinese accounting systems could be summarized as 
follows : 
a) Due to the rigid accounting regulations set by the Ministry of Finance, 
enterprises in China virtually had very little power in making accounting adjustments to 
accommodate the rapid situational changes as a result of the economic reform^^. 
b) Since the old accounting regulations were set on a per industry/business basis, 
the financial and accounting data from different industries / businesses could not be 
21 D.Y. Yang, Practitioner's Book of Reform of Accounting and Financial Regulation for 
rhtTipsft Kntei-prise (1st Ed.):4. As instructed by Mr. Rongji Zhu, the Executive Vice Premier of the 
State Council, PRC, accounting reform must be faster to meet the needs of Open Policy and Economic 
Reform‘ ^^ ^ ^ Zhang，J. Li, China Accounting Standards and Enterprise Accounting (April 1993):3; 
D.Y. Yang, Practitioner's Book of Reform of Armuntm^ md Financial Regulation for Chinese 
Enterprise (1st Ed.):2‘ 
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unified and made comparable under the old r e g u l a t i o n s ^ ^ xhis will not only hinder the 
macro-economic control of the central government, but will also affect the micro-
managerial control of the enterprises which may own more than one type of business 
under the economic reform.^^ 
c) The old accounting regulations were not compatible with the international 
accounting standards^^. Under the Open Policy and the Economic Reform, foreign 
investment is one of the major means to boost up the economy. However, the old 
financial and accounting information require significant adjustments before they are 
readable and acceptable by the foreign investors. This issue was raised when shares of 
some state-owned enterprises were marketed as 'B' shares in China's stock markets, 
and became serious when other enterprises marketed their shares in Hong Kong as 'H' 
shares. As more and more state-owned enterprises plan to issue their shares in the 
overseas stock markets, the accounting adjustments would become a very serious 
issue. 
d) Because of the tax-driven approach, the old accounting systems in China placed 
more emphasis on taxable profits than accounting profits. Prudence concept was not 
fully developed and applied to present a more meaningful financial picture for the 
enterprises^^. 
The need to develop an universally accepted accounting standards in China has 
therefore become very imminent. 
23 H.X. Zhang, J. Li, China Accounting Standards md Rnteg^rise Accounting (April 1993):3; 
Y.K. Chen, Tntroduction to Accounting Standards (1st Ed.):5. 
24 D.Y. Yang, Practitioner's Book of Reform of Accoimting and Financial Regulation for 
rhmpsp, Enterprise (1st Ed.):4. 
25 H.X. Zhang, J. Li, China Accountinp Standarrl.^ andKntemrise Accounting (April 1993):3; 
D.Y. Yang, Practitioner's Book of Reform of Armnnting and Financial Regulation for Chinese 
Enterprise (1st Ed.):4; Y.K. Chen, Introduction to Accounting Standards (1st Ed.):7. 
26 H.X. Zhang, J. Li, China Accounting Standards and Enterprise Accounting (April 1993):3; 
D.Y. Yang, Practitioner's Book of Reform of Accnimting and Financial Regulation for Chinese 
Rnterprise (1st Ed.):4; Y.K. Chen, Tntroduction to Accounting Standards (1st Ed‘):6. 
60 
5.1 Development of Accounting Standards in PRC 
During the initial period of the Economic Reform, between 1979 and 1988， 
some amendments or improvements were made to the original accounting systems. In 
1985，China promulgated the 'Accounting Law of the PRC which becomes the legal 
foundation of all accounting regulations in China. The Accounting Regulations for the 
Joint Ventures in PRC was also promulgated at the same time. 
As the economy gradually developed more and more towards market-oriented 
and the open policy continued, the problems in accounting mentioned above became 
more apparent to the success of the economic reform. Starting from 1988，China 
recognized the needs for a significant and substantial reform in the accounting systems. 
During 1988 and the first half of 1991, the accounting reform was in its brewing and 
planning stage. In this period, the related ministries, organizations and academy not 
only made a lot of theoretical studies and discussion, but also defined some targets, 
objectives and guidelines for future development of accounting systems in China. The 
major document drafted during this period was the 'Scope for Accounting Reform'. 
Starting from the second half of 1991，the accounting reform stepped into its 
implementation stage. In July 1991, the 'Scope for Accounting Reform' was formally 
promulgated. In November 1991，the 'Accounting Standard No. 1 - Basic Standard 
(draft)丨 was issued for discussion and comments. In November 1992, the 'Accounting 
Standards Regulations for Enterprises' together with the 'General Financial Regulations 
for Enterprises' were promulgated by the Ministry of Finance and made effective on 
July 1, 1993. The 'Accounting Standards' issued in November 1992 are intended to be 
the framework for developing the accounting systems in China. They also provide the 
accounting principles like GAAP to be followed by all Chinese accounting systems. 
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Based on the 'Financial Regulations' and the 'Accounting Standards', the Ministry of 
Finance began to issue a series of specific Financial Regulations and Accounting 
Regulations for over ten major business / industrial sectors since December 1992, 
including Manufacturing, Construction / Real Estate Development, Commercial, 
Transportation, Traveling / Food & Beverage / Servicing, etc.27 
The Ministry of Finance has played a very important role in accounting reform 
in China. Historically, MOF had promulgated accounting regulations for over 40 years 
to take care of the fiscal policies and financial management of the nation. Besides, the 
'Accounting Law of the PRC promulgated in 1985 has also specified the Ministry of 
Finance to be the only legal body to promulgate the accounting standards and 
regulations in China^^. 
5.2 Relationship between the 'Accounting Standards' and 
the 'Financial Regulations' 
In addition to the issuance of the 'Accounting Standards Regulations for 
Enterprises', Ministry of Finance also promulgated the 'General Financial Regulations 
for Enterprises'. While the 'Accounting Standards' provide the general framework for 
the accounting principles, the 'Financial Regulations' prescribes the detailed treatments 
of the financial management of the enterprises by taking into account the particular 
economic situation in China. 
The economic systems of the western countries are generally based on private 
ownership, and enterprises have freedom to manage their own financial systems. The 
27 h.M. Wang, 1993 Edition for Financip»1 and Accoimting Regulations for Enterprises. 
Chinese Standards Publishing Co. (Sept 1993). 
28 National People's Congress, The Accountinp r aw of the People's Republic of China (Jan 
1985): Article 6. 
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governments of western countries rely on company laws, taxation laws and commercial 
laws to regulate the financial activities of the enterprises, and therefore the 
establishment of financial regulations is not necessary for them. 
However, due to the special situations in China, the establishment of financial 
regulations is necessary because of the following^^: 
a) Most of the enterprises in China are state-owned. Traditionally, financial 
management of state-owned enterprises were governed by the rules and regulations 
promulgated by the Ministry of Finance. On the other hand, not until privatization of 
state-owned enterprises has been completed, it is more than necessary for the State to 
set the financial guidelines or regulations for its own enterprises. In addition, although 
there will be a transition period for the ongoing economic reform, financial regulations 
set by the State are required for more effective management and control by the 
government administrators under the current ownership structure. 
b) China does not have a well-established framework of economic laws / 
regulations to regulate the financial activities of her enterprises. 
Hence, when establishing the 'Accounting Standards' to reform and standardize 
the accounting systems, the Ministry of Finance also established the 'Financial 
Regulations' to reform and standardize the financial systems of the enterprises. The 
'Accounting Standards' provide a general framework of principles and guidelines for 
accounting while the 'Financial Regulations' describes rules for financial policies and 
management. 
29 D.Y. Yang, Practitioner's Book of Reform of Accounting and Financial Regulation for 
rh i應p, Rnterorise (1st Ed.):54. 
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5.3 Relationship between the 'Accounting Standards' and 
the 'Accounting Regulations' 
The establishment of Accounting Regulations for major business or industrial 
sectors seems to be contradictory to the intention of standardization in accounting 
reform. In the short term, it is necessary to have 'Accounting Regulations' in addition 
to the 'Accounting Standards' due to the following reasons�。： 
a) Firstly, the detailed accounting standards have not yet been published. It is 
estimated that the Ministry of Finance will spend at least three to five years more to 
establish and promulgate the detailed standards. The basic standards promulgated has 
already required the enterprises to make substantial changes in the basic objectives, 
concepts, and measuring principles of accounting. Therefore, before the promulgation 
of detailed standards, if there is no substantial change in the accounting regulations of 
the major business sectors, the 'Accounting Standards' will not be well accepted and 
implemented at all. 
b) Secondly, the overall quality of accounting personnel in China is not high 
enough to well receive and apply the international accounting standards. Not many 
have obtained the higher level and professional financial or accounting education. Even 
though those who had higher level training, the training was Soviet type and for 
centrally planned economy. Traditionally, the accounting regulations were set so rigid 
that the accounting personnel could only follow the detailed rules step by step. It 
would be a big challenge to the existing accounting personnel if they are asked to set up 
their own accounting systems for their enterprises based upon the basic 'Accounting 
Standards'. 
30 D.Y. Yang, Practitioner's Book of Refoi-m of Accounting and Financial Regulation for 
rhinpse Enterprise (1st Ed.):18-19. 
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c) Thirdly, the national statistical system has not yet been reformed. Traditionally, 
to serve for the needs of planned economy, China employed a level by level 
consolidated statistical system. Before the reform of this statistical system, 'uniform 
accounting systems' per industry / ministry / ownership type are required to serve for 
statistical purposes. 
d) Finally, many direct administrating departments have not yet been eliminated or 
combined under the reform towards market economy. These departments still need the 
traditional accounting information to administer and control the state-owned enterprises 
based on the business types. 
Nevertheless, the establishment of the new accounting regulations is not 
equivalent to making simple amendment to the original regulations individually. 
Firstly, the amendment is done based on the requirements of the 丨Financial 
Regulations' and 'Accounting Standards'. Secondly, the 'Accounting Regulations' are 
set for nine major business sectors in order to accommodate the variation of accounting 
regulations for one business type, say food & beverage, but in different ownership 
forms, ministries and regions, say state-owned or privately-owned. Finally, the 
regulations are set as standardized and simplified as possible. 
In the long run, the ’Accounting Standards' will replace all the 'Accounting 
Regulations' and consolidate all similarities and differences^It is estimated that over 
80% of the contents in the accounting regulations promulgated so far by the Ministry of 
Finance are exactly the same^^. This enhances the belief and confidence for future 
development of the 'Accounting Standards' to eliminate all the accounting regulations. 
31 D Y. Yang, Practitioner's Book of Reform of Acmimting and Financial Regulation fpr 
rhinPQP, F.ntemrise (1st ED.):19. . 
32 D‘Y. Yang, Practitioner's Book of Reform of Accounting and Financial Regulation tor 
rhinpsft Rnterprise (1st Ed.):19. 
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5.4 Improvements in the New 'Accounting Standards' 
The new 'Accounting Standards' are set with the intention to resolve the 
accounting problems arisen under the economic development. The areas of 
improvement brought in by the new Accounting Standards are listed as follows: 
a. New Structure for Management of Accounting System 
Before the accounting reform, the old accounting system consists of two levels: 
'Law of Accounting' and 'Uniform Accounting Regulations'. Traditionally, the 
'Uniform Accounting Regulations' were set per business type, per ministry and per 
ownership type. The accounting regulations of different businesses and different 
ownership simply lacked an unique set of accounting principles, methods and process 
to follow. This made the accounting information from different business or ownership 
incompatible and incomparable. 
The new accounting system now consists of three levels: 'Law of Accounting', 
'Accounting Standards' and 'Accounting Regulations'. Firstly, unlike other accounting 
regulations in China which are only applicable to particular kind of business or 
industrial sector of China, the 'Accounting Standards Regulations for Enterprise' is the 
first national accounting standards applicable to all enterprises established within the 
territory of the PRC. Secondly, the 'Accounting Standards' are set based on 'Law of 
Accounting', and, on the other hand, they provide principles and guidelines for the 
Accounting Regulations for different businesses / ministries / ownership types^^. In 
other words, when enterprises in different businesses / ministries / ownership types are 
33 H.X. Zhang, J. Li, China Acco丨iming Standards and Enterprise Accounting (April 
1993):38; D.Y. Yang, Practitioner's Book of Reform of Accounting and Financial Regulation for 
rhinp-se Knterorise (1st Ed.):39. 
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setting their own accounting regulations, the principles and requirements of the 
'Accounting Standards' must be observed and followed. 
b. Accounting Guidelines 
The previous accounting regulations had very detailed and strict definitions and 
requirement on names, codes and applications of different accounting entities. They 
looked likes accounting manuals and prescribed all the accounting rules for the 
enterprises. 
On the other hand, the 'Accounting Standards' only provides the general 
principles, methodologies and dimensions to standardize the accounting convention, 
measurement, recording and reporting system of the enterprises. No strict description 
of accounting entries, structure of accounting systems, financial reporting, etc. is 
defined or r e qu i r e cP^ This gives enterprises the flexibility in establishing the most 
appropriate systems and methods to handle their accounting issues. 
c. General Accounting Principles 
The previous accounting regulations focused on detailed stipulation of 
requirement on accounting, but do not provide any explicit description on the general 
accounting principles. On the other hand, the following accounting concepts and 
principles are incorporated explicitly in the provisions of the 'Accounting Standards': 
• Legitimacy (Article 1 to 3) 
• Relevance (Article 4) 
• Going Concern Concept (Article 5) 
34 H.X. Zhang, J. Li, China Accoimting Standards and Enterprise Accounting (April 
1993):39. 
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• Double Entry Bookkeeping System (Article 8) 
• Truthfulness & Reliability (Article 10) 
• Uniformity & Comparability (Article 12) 
• Consistency (Article 13) 
• Timeliness (Article 14) 
• Clarity and Understandability (Article 15) 
• Accrual Concept (Article 16) 
• Matching Principle (Article 17) 
• Prudence Concept (Article 18) 
• Historical Cost Principle (Article 19) 
• Distinction between Revenue Expenditures and Capital Expenditures (Article 20) 
• Materiality Concept (Article 21) 
d. Prudence Principle 
The 'Accounting Standards' adopt the Prudence Concept (Article 18) and 
incorporate the following provisions in the 'Accounting Standards': 
-provision for bad debts (Article 27) 
-use of accelerated depreciation method (Article 30) 
e. Accounting Equation 
As mentioned in Chapter 2, Chinese enterprises used to employ the accounting 
equation of 'Fund Application = Fund Source'. There were three sources of funds, 
namely: Fixed Fund (for fixed assets), Current Fund (for current assets) and Special 
Fund (for special assets). Each source of fund had been assigned to a particular set of 
applications. Source for an application could not be used by other application although 
there might be surplus in one source and deficit in the other. Also, in the past, since the 
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major sources of funds were from the State, and bank loans and commercial credits 
were not significant, concepts on debts / liabilities and owners' equity were not well 
received by most enterprises. 
As enterprises are changing its operating and ownership modes to become legal 
persons more separate from the State's control, and they can obtain sources of funds 
other than from the State by raising loans from banks, issuing bonds or shares, the 
previous accounting equation no longer become adequate to the current economic 
development^^. Also, the strict restriction on application of funds become out-dated 
and inflexible to cope with the current dynamic environment. 
Therefore, the 'Accounting Standards' employ the internationally accepted 
accounting equation of 'Assets = Liabilities + Owners' Equity' in order to better serve 
the new situation in China. 
f. Financial Reporting 
The previous financial reporting system was derived from the Soviet model 
during 1950s36. The main objective of this system was to serve the centralized 
financial control by the State, but not for other social needs. Secondly, the financial 
reports were too tedious and complicated to leave time to the accounting personnel to 
participate management of the enterprises. Thirdly, the previous financial reports were 
not only different per different business / ministry / ownership type, but also had 
significant difference from that of the international standards. Thus foreign investors 
were unable to assess and understand the financial status and situations of the 
enterprises through the financial reports. This affected the introduction and absorption 
35 H.X. Zhang, J. Li, China Accoimtinp Standards and Enterprise Accounting (April 
1993):40. 
36 D.Y. Yang, Prnctitioner's Book of Reform of Accnrniting and Financial Regulation for 
�hiTmse Enterprise (1st Ed‘):40. 
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of foreign investment, as well as development for economic interflow and co-operation 
with the outside world. 
The Accounting Standards demand for three internationally accepted accounting 
statements: Balanced Sheet, Profit and Loss Statement and Cash Flow Statement. In 
addition, notes and remarks on accounting methods and major events are also provided 
together with the Statements. On the other hand, to prevent the leakage of commercial 
secret, the Cost Statement previously required for the management of the State is not 
asked for in the Standards�?. 
g. Cost Accounting 
Previously, Chinese enterprises used to adopt the 'Full Absorption Costing' 
method in their cost accounting. The 'Full Absorption Costing' method accounted for 
all direct, indirect and factory overhead expenses related to production of goods, as 
well as period expenses for marketing, administration and financing, etc., in calculating 
costs of goods produced and costs of inventories^^. This method would overstate the 
inventory cost, and hence overestimate the period profit when production volume is 
larger than the sales volume, and underestimate the period profit vice versa. 
The Accounting Standards adopt the internationally used method -
'Manufacturing Costing' which only accounts for expenses of direct, indirect and 
factory overhead related to the production of goods during the period, in calculating the 
costs of goods produced and costs of inventories. All period expenses, like marketing, 
administrative and financial expense, are absorbed in the profit or loss accounts during 
the period. This not only resolves the inaccuracy in calculating profits, but also lessens 
37 H.X. Zhang, J. Li, China Accounting Stand^^rds and Enterprise Accounting (April 
1 9 9 3 ) : 4 3 . •飞 38 H.X. Zhang, J. Li, China Accounting Standards and Enterprise Accounting (April 




the burden in distributing period expenses like marketing, administrative and financial 
expenses over the inventories. 
h. Consolidated Financial statements 
Article 63 of the 'Accounting Standards' now formally requires consolidated 
financial statements to be prepared by the parent company which owns 50% or more of 
the total capital, or owns the right of control of the investee enterprise. 
i. Notes to the Financial Statements 
Article 64 of the 'Accounting Standards' now requires the following 
explanatory notes to be incorporated in the notes to the financial statements so as to help 
to understand the contents of the financial statement: 
• the accounting policies adopted by the enterprises 
• changes in accounting polices, including the status, the reasons and the impact on the 
financial situation and operation results of the enterprise of such changes 
• an explanation of the extraordinary items 
• description of major transactions occurring in the accounting period 
• any other explanations help to understand and analyze the contents of the financial 
statements 
Difference between the 'Accounting Standards' and the lASs 
When comparing the 'Accounting Standards Regulations for Enterprise' with 
the international accounting standards, the following discrepancies were found : 
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a. Broader Accounting Objectives 
While the primary objective of the western accounting standards is to formulate 
universally accepted standards to ensure the financial statements are presented to their 
readers in a true and fair manner, the 'Accounting Standards' in China has a much 
broader accounting objectives than its western counterpart. They are covered under 
Article 1 and Article 11 of the regulation, which include the following: 
• To meet the needs of developing a socialist market economy 
• To standardize the accounting practice 
• To preserve the quality of the accounting information 
• To fulfill the national macro-economic administration requirements 
• To satisfy the needs of all concerned parties to understand the financial positions and 
operating results of the enterprises 
• To satisfy the requirements of the enterprises to strengthen their internal operational 
management 
b. Lack of the True and Fair View' Concept 
Although the 'Accounting Standards' has introduced many new accounting 
principles and has incorporated many accounting objectives in its provisions, it has not 
touched on the international concept of presenting the financial statements in a 'true and 
fair view' for their readers. 
This is understandable as the old accounting concept in China is based on the 
historical cost conventions which do not cater for provision below cost, revaluation 
above cost and disclosure of relevant information. Besides, most of the accounting 
regulations issued in China are tax-oriented and are used as a means to fulfill the macro-
economic administration requirements of the government. The presentation of financial 
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statements in accordance with the regulations is a more readily acceptable concept in 
China than presenting the financial statements in a true and fair view^^. 
c. Inadequate Recognition of Probable Losses 
Although the prudence concept was formally written down in Article 18 of the 
'Accounting Standards', it is not fully applied to the extent as required under the lASs 
in other topics of the 'Accounting Standards'. The following are a few examples in 
which probable losses are not fully recognized in the Articles of the 'Accounting 
Standards': 
• Short-time investments are required to be carried at their historical costs without 
referring to their net realizable values at period end. 
• Similarly, inventories are also valued at their historical costs without referring to their 
net realizable values at period end. 
• The 'Accounting Standards' does not specify any requirements for provision for 
permanent diminution in value of the long-term investment. 
• Accelerated depreciation method can be adopted only if it is in conformity with the 
relevant regulations. The enterprises cannot adopt it at their discretion. 
d. Depreciation Method and Period 
Although Article 30 Of the 'Accounting Standards' specifies that depreciation of 
the fixed assets shall be accounted for on the basis of original cost, estimated residual 
39 Dennis Wong of Tarn Chu Wong & Chan, Accounting Regulations in China - A Brief 
Overview, The Hong Kong Accountant (Jan/Feb 1994). 
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value, estimated useful life or working capacity of the fixed assets using the straight 
line method or working capacity method, the enterprises in China actually are not 
allowed to select the deprecation method and period at their discretion. 
The classified depreciation life, the depreciated methods and the scope of 
calculating depreciation of the fixed assets are to be determined by the Ministry of 
Finance who is also responsible for issuing specific accounting and financial 
regulations for major business and industrial sectors in China. 
e. Contingent Liabilities 
The ’Accounting Standards' does not specify any requirements for provision of 
contingent liabilities arisen out of contingencies and post balance sheet events. This is 
inconsistent with the requirements under IAS 10. 
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CHAPTER VI 
FUTURE DEVELOPMENT OF ACCOUNTING STANDARDS 
AND REGULATIONS IN CHINA 
Through discussions and illustration given in the previous chapters, we should 
now understand that the importance of the accounting system reform is fully recognized 
and supported by the Chinese Government. The year 1992 is a year of milestone for 
development of accounting standards in China. Three national accounting regulations 
were issued by the Ministry of Finance in China during the year 1992. They are the 
'Accounting Regulations of the PRC for Enterprises with Foreign Investment', the 
'Accounting Regulations for Pilot Joint Stock Companies' and the 'Accounting 
Standards Regulations for Enterprises'. These national accounting regulations were 
issued in response to the repaid growth of foreign investments and market economy in 
China. They all aimed at harmonizing and narrowing down the gap between the old 
Chinese accounting practice and the international accounting standards. Although a 
number of inconsistencies are still found in these accounting regulations when 
compared with the lASs, the sincerity and the efforts put forth by the Chinese 
Government and the Chinese accounting profession in developing accounting standards 
in China toward the international accounting standards should not be understated. 
Last of all, we would like to take this opportunity to given our opinion on the 
future development of accounting standards and regulations in China in order to wrap 
up this MBA project. We believe that the following policies or accounting issues 
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should be adopted or taken into account by the Chinese Government when developing 
the accounting standard and regulations in China in the future : 
a. Unification of Different Sets of Accounting Regulations and Standards 
Although the three national accounting regulations have their own target 
enterprises, there is inevitably overlap of coverage in them. For example, both the Joint 
Venture Companies and the Joint Stock Companies are covered by the 'Accounting 
Standards Regulations for Enterprises' as well as their own accounting regulations. 
There are, however, inconsistencies among the detailed provisions of the three 
regulations. Different criteria for equity accounting and recognition of probable losses 
are a few obvious examples of such inconsistencies. We believe that the unification 
or revision of different accounting regulations into one set of standards used throughout 
the country should be the long-term target to be taken by the Chinese Government in 
the future^o. 
b. Setting up of Legal and Other Regulatory Framework for 
the Accounting Standards and Regulations 
Unlike the western world, China does not have a legal and a regulatory 
framework against which the accounting standards and regulations can develop and 
apply-
In Hong Kong, accounting standards issued by the Hong Kong Society of 
Accountants are set out in the Statements of Standards Accounting Practice which 
40 Dennis Wong of Tarn Chu Wong & Chan, Accounting Regulations in China - A Brief 
Overview, The Hong Kong Accountant (Jan/Feb 1994). 
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accord closely with the International Accounting Standards. The Companies Ordinance 
sets out the legal framework for financial reporting of Hong Kong companies. 
Companies listed in Hong Kong are required to comply with the Listing Rules issued 
by the Hong Kong Stock Exchange. These laws and regulations complement each 
other and collectively provide the regulatory framework for the financial reporting in 
Hong Kong4i. 
Through constant contacts with the outside world，the Chinese Government 
actually understands the importance of setting up legal and other regulatory framework 
for its economic reform. The recent enactment of the Companies Act and the unification 
of tax law for all types of enterprises in China are two important legislative actions 
taken by the Chinese Government for the establishment of its legal and regulatory 
framework. It is hoped that these laws and regulations will complement each other in 
the end so that a proper regulatory framework will be set up, against which the 
accounting standards and regulations in China can develop and apply. 
c. Separation of Financial Reporting for Accounting Purposes 
From Taxation Purposes 
The accounting regulations in China are in general very tax-oriented. The 
financial reporting for accounting purposes has not been segregated from that for 
taxation purposes in China. She is therefore very reluctant to incorporate the prudence 
concept in her accounting rules with regard to provision for probable losses. Likewise, 
because of the tax-driven approach for measuring accounting profits, staff welfare 
expenses are normally treated as an appropriation from profit after tax rather than 
treated as the expenses in the accounts. 
41 The Hong Kong Society of Accountants. A rommentarv on the Accounting Regulations 
fnr Pilot PRC Joint Stock Companies. 
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With the rapid development of the new economic system and the increasing 
demand of accounting information by the investors in China, the Chinese Government 
should stop equating accounting profit with taxable profit by allowing financial 
reporting for accounting purposes to be segregated from reporting for taxation purposes 
in the future. 
d. More Communication and Co-operation with the Outside World 
The reform of accounting system in China could be successful in the end only if 
the Chinese Government continue to pursue the open policy of allowing more 
communication and co-operation with the outside world on her accounting affairs and 
issues. Students and accountants in China should continue be sent to the western 
countries to study and broaden their accounting knowledge. More scholars or 
professional accountants should be invited to China to introduce new accounting 
concepts and information to the accounting profession in China. Help should be sought 
from the outside world when preparing the new accounting standards and regulations. 
In fact, the Chinese Government has already adopted a right approach in 
communicating and allowing co-operation with the outside world on her accounting 
affairs and issues. The 'Accounting Standards Regulations for Enterprises' was drawn 
up under the auspices of the Asian Development Bank grant as the first set of 
accounting standards for all enterprises in China. Hong Kong has also played an 
important role in helping China to more towards the outside world in this aspect 
because of her geographical advantage as well as her close relationship with China. 
Some of the 'Big-Six' accounting firms were granted the licenses to develop joint 
venture partnerships in China with other local Chinese accounting organizations. The 
Hong Kong Society of Accounting was requested to carry out a detailed review of the 
•Accounting Regulations for Pilot Joint Stock Companies'. The commentary produced 
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by it was used as the basic for preparing the addenda to The Regulations'. It is 
expected that the accounting profession in Hong Kong will continue to play an active 




BALANCE SHEET FOR STATE INDUSTRIAL E N T E R P R I S E S 4 2 
FUND APPLICATION Amount FUND SOURCE Amount 
Fixed Assets : Fixed and Current Fund : 
Original cost State fixed fund source 
Less : Depreciation Enterprise fixed fund source 
Net book value Fixed fund source in suspense 
State current fund source 
Capital construction expenditure Enterprise current fund source 
pending write off upon approval Funds invested in by other units 
Fixed asset loss in suspense SUBTOTAL 
Intangible Assets Borrowed Fund Sources : 
Long Term Investment Capital construction loan 
Loan for investment in other 
SUBTOTAL units 
Debentures 
Current fund loan 
Current Assets : SUBTOTAL 
Subtotal of fixed norm current assets 
Current fund for materials Settlement Fund : 
Current fund for production 
Current fund for finished goods Receivable payment on 
Overstock and stock-pile items instalment sales 
Accrued expenses 
Subtotal of other assets Tax pending deduction 
Merchandise shipped Notes payable 
Monetary funds Accounts payable & advance 
including : Bank deposits on sale 
Notes receivable Other payables 
Accounts receivable and advance on Tax payable 
purchases Net profit yet to be remitted 
Other receivables Other payable to the State 
Unappropriated profit 
SUBTOTAL SUBTOTAL 
Assets for Special Purposes : Special Fund Source 
Special fund bank deposit Enterprise special fund source 
Special fund materials Special appropriations 
Special project expenditure Wages increment fund 
Treasury bills and securities Unpaid special fund 
Receivables and payments in Payables and advances under 
advance under special fund special fund 
SUBTOTAL SUBTOTAL 
TOTAL FUND APPLICATION I TOTAL FUND APPLICATION I 
43 Tang, Chow and Cooper, Accoimting atid Finance in China, Longman (1992):45. 
80 
A P P E N D I X A 
BALANCE SHEET FOR STATE COMMERCIAL E N T E R P R I S E S 4 3 
一 H M P SOTLKCES Amount FUND APPLIC^AI^ION Amount 
1. Subtotal of Current Fund Source 1. Current Assets 
(1) Subtotal of owned current fund source (1) Subtotal of merchandise and materials 
State current fund Merchandise in transit 
Enterprise current fund Merchandise in stock 
Fund for stock of specific merchandise Stock of specific merchandise 
Other current fund Manufactured goods 
Current fund invested by other units Finished goods purchased 
Capital construction loan Worked-in-progress 
Fund handed over by subsidiary units Materials 
contracted out Merchandise in installment sales 
(2) Subtotal of current fund loan (2) Subtotal of non-merchandise asset 
Loan for product turnover Packing materials 
Temporary loan Supplies 
Loan for settlement fund Low value consumables 
Loan for stock of specific merchandise Deferred charges 
Loan for investment in joint ventures Cash 
Loan for advance payment for purchase 
(3) Subtotal of settlement fund source (3) Subtotal of settlement fund 
Accounts payable Bank deposits 
Advance on sales Notes payable Circulating operation fund 
Accrued expenses Receivables via bank 
Current assets gain in suspense Notes receivable 
Tax pending deduction Other receivables 
Tax payable Contracted fee/profit to Receivable from the State for policy loss 
be handed over Receivable pending for resolution 
Current asset losses in suspense 
Losses to be covered in future year 
Current assets invested in other units 
Current assets employed by subsidiary 
units contracted 
2. Fixed Fund Source 2. Fixed Assets 
State fixed fund Fixed asset original cost 
Fixed asset depreciation Capital construction expenditure pending 
Investment in fixed assets by other units write-off upon approval 
Capital construction loan Fixed asset employed by subsidiary units 
Fixed asset gain in suspense Fixed asset loss in suspense 
3. Special Fund Source 3. Special Fund Assets 
Renewal and renovation special fund Special fund material 
Overhaul fund Specific project expenditure 
Welfare fund Special fund bank deposits 
Enterprise retained profit fund Special fund invested in other units 
Wages fund Special fund employed by subsidiary 
Special fund investment by other units units contracted out 
Central retirement fund Receivables under special fund 
Special fund loan Treasury bill and securities 
Payable under special fund 
4. Profit/loss appropriation 4. Profit/loss appropriation 
Unappropriated profit Retained losses 
Profit from subsidiary units to be Profit distributed to other units 
remitted to the State Profit remitted to higher lever units 
Losses to be cover by the State Appropriations to cover subsidiary umts 
TOTAL TOTAL J 
43 Tang, Chow and Cooper, Accoimting atid Finance in China, Longman (1992):45. 
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APPENDIX A 
FUND APPLICATION FOR STATE INDUSTRIAL E N T E R P R I S E S 4 4 
_ _ _ _ _ _ _ Tangible fixed assets 
Pixed Intangible fixed assets Fbced 
fund Long-term investment assets 
Raw materials 
Merchandise purchased 
Current funds Fuel supplies 
y for supplies Packing materials 
/ I Low value consumables 
/ Materials subcontracted Fixed-
/ for further processing ^ norm V 
/ ^ ^ current \ 
/ / Current funds Work-in-progress / a s se t s _ \ 
\l/ for production Deferred charges , f \ 
Current 义 / \ 
/ \ 
\ \ Current funds / \ 
\ \ for finished Finished products f 
\ \ Current 
\ products 
\ ^ assets 
\ Goods shipped Z 
\| Monetary and 二 h and bank deposits Other / 
\ Notes receivables nirrpnt X 
1 — _ n t — Sales receivables 二 , 
I funds assets I Payment in advance 
Other receivables 
Deficit yet to be 
_ r e imbu r s e d 
Bank deposit under special fund 
： ~ Materials under special fond Assets 
Specid Special project expenditure under 
衍nd Treasury bill and securities special 
Receivables under special fund —•化 
43 Tang, Chow and Cooper, Accoimting atid Finance in China, Longman (1992):45. 
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APPENDIX A 
FUND SOURCE FOR STATE INDUSTRIAL E N T E R P R I S E S 4 5 
Fixed”""“ State fixed fund source 
mnd Enterprise fixed fund source 
Capital construction loan source ^ ^ ^ . . . Loan for investment m other units 
State current fund source 
/ E n t e r p r i s e current fund source 
fund Current fund Capital construction loan 
source . loan Current fund loan 
\ Accounts and notes payable 
\ Settlement Tax payable � f u n d Profit to be remitted to the State 
Other payables and advances 
Unappropriated profit 
Appropriation for three categories 
Special of scientific technological expense 
/ a p p r o p r i a t i o n s Renovation and improvement 
appropriation 
iizziiziiiiiiiiizz^z^iziziizid^ 
fund Renewal and renovation fund 
source Enterprise Overhaul fund 
\ special fund Production and development fund 
\ source New product trial run fund 
\ Employee welfare fund 
\ Employee incentive fund 
\ Reserve fund 
. 
xTT "“ Renewal and renovation loans 
， P Overhaul loan 
Technology development loan 
43 Tang, Chow and Cooper, Accoimting atid Finance in China, Longman (1992):45. 
83 
BIBLIOGRAPHY 
A. ACCOUNTING LAWS AND REGULATIONS ISSUED IN PRC 
National People's Congress. The Accounting Law of the People's Republic of China. 
Jan 1985. 
Ministry of Finance. The Accounting Regulations for the Joint Ventures using Chinese 
and Foreign Investment. Mar 1985. 
Ministry of Finance. Accounting Regulations of the People's Republic of China for 
Enterprises with Foreign Investment. Jan 1992. 
Ministry of Finance. Accounting Regulations for Pilot PRC Joint Stock Companies. 
May 1992. 
Ministry of Finance. Addendum 1 to the Accounting Regulations for Pilot PRC Joint 
Stock Company. Nov 1992. 
Ministry of Finance. Addendum 2 to the Accounting Regulations for Pilot PRC Joint 
Stock Company. May 1993. 
Ministry of Finance. Accounting Standards Regulations for Enterprises. Nov 1992. 
Ministry of Finance. General Financial Regulations for Enterprises. Nov 1992. 
RM. Wang. 1993 Edition for Financial and Accounting Regulations for Enterprises. 
Chinese Standards Publishing Co. Sept 1993. 
B. REFERENCE BOOKS / ACCOUNTING MANUALS 
D.Y. Yang. Practitioner's Book for Reform of Accounting and Financial Regulation 
for Chinese Enterprise. New Era Publishing Co, 1st Ed., July 93. 
H X. Zhang, J. Li. China Accounting Standards and Enterprise Accounting. Hunan 
Scientific Technology Publishing Co, 1st Ed., Apr 93. 
Y K Chen. Tntroduction to Accounting Standards. Liaoning People Publishing Co, 
1st Ed. 1993. 
Warren & Fess. Financial Accounting. South-Western Publisher Co, 3rd Ed. 
Tang, Chow and Cooper. Accounting n^H Finnnce in China. Longman. 1st Ed. 1992 
84 
Cooper & Lybrand. 1991 International Accounting Summaries. John Wiley & Sons, 
Inc. 
International Accounting Standards Committee. International Accounting Standards 
1993. 
The HK Society of Accountants. Accounting Standards & Guidelines (Volume II of 
Members' Handbook from HKSA). 
C. COMMENTARY OR ARTICLES FROM ACCOUNTING 
BODIES AND MAGAZINES 
The Hong Kong Society of Accountants. A Commentary on the Accounting 
Regulations for Pilot PRC Joint Stock Companies. 
Meocre Li of Arthur Anderson. Accounting for B shares. China Banking Finance, 
May 1992. 
Geoff de Freitas, Certified Accountant. Hong Kong - Country in Transition. 
May 1992. 
Alfred Shum of Ernst & Young. A Comparison of the Accounting Systems. The 
Kong Accountant, Jan/Feb 1992. 
John Ball. The New Hong Kong and China Accounting Joint Ventures. The Hong 
Kong Accountant, Jul/Aug 1992. 
Felix F.K. Chow. The Demand of Accounting Profession in China. The Hong Kong 
Accountant, Nov/Dec 1992. 
H.Y. Wong. Tn Perspective. The Hong Kong Accountant, Jul/Aug 1993. 
John Ball. Two Systems. One Objective. The Hong Kong Accountant, Jul/Aug 1993. 
Winnie Cheung. Hong Kong Listed PRC Companies - Accounting Requirements of 
the Annual Accounts. The Hong Kong Accountant, Jul/Aug 1993. 
Dennis Wong of Tarn Chu Wong & Chan. Accounting Regulations in China - A Brief 
Overview. The Hong Kong Accountant, Jan/Feb 1994. 
Hong Kong Society of Accountants. Accounting for Interests in Joint Ventures in the 
People's Republic of China - D i s cu .�— Paper Part I Nov. 1993. 

CUHK L i b r a r i e s 
•DDBThhSD 
